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‘MISSED OPPORTUNITIES 


N nostalgic mood, so many of us 
are wont to recall instances of 
missed opportunities. It doesn’t mat- 
ter by what standards we rate suc- 
cess in our chosen vocation, or to 
what heights we have risen in it, in- 
variably everyone, at some time or 
another, gets to wondering about op- 
portunities that have passed. Just 
what would have been the outcome if 
certain situations had been “heard” 
as opportunities and grasped while 
they were still “knocking”? 


Even in the best ordered lives, in 
which careful planning promises to 
be matched by progress, cross-cur- 
rents of fickle fortune or the wanton 
winds of adversity can bring about 
the necessity to make decisions in 
respect of career opportunities. 


Ignoring the fertile fields of op- 
rtunity provided by the “Sport of 
ings” and by affairs of the heart, 
there are many other facets of life 
in which opportunity has beckoned 
#0 often in vain. Ah! yes, if only we 
had availed ourselves of that oppor- 
tunity for a University education 
When it was possible; if only we had 
bought that land in the good old 
re-war days and allowed inflation 
do its best for ws, instead of some- 
one else; if only we had hung on to 
those shares just a little longer and 
Teaped the benefit of the “take-over” 
bid that followed! 


As we look back and contemplate 
on our opportunities (both missed 
and realised), it must become appar- 
ent that recognition and acceptance 
of opportunity is related to our skill 
or judgment in assessing the possi- 
bilities of such opportunities as come 
our way. 
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No such informed conjecture or 
consideration is required when it 
comes to the question of the oppor- 
tunities provided by the Australian 
Society of Accountants’ 1958 Con- 
vention. Here is an acknowledged 
opportunity for members of the 
Society to gain tangible benefits by 
attending the Convention to be held 
in Sydney from 5 to 8 May. 


To make this Convention a real 
opportunity for members to ex- 
change ideas and knowledge, many 
prominent and busy: members of the 
Society have devoted much time and 
thought to the preparation of techni- 
cal papers. The range of subjects 
ensures that something of interest 
and value is provided for every ac- 
countant. Other outstanding authori- 
ties are taking part as chairmen, rap- 
porteurs and commentators. All 
these leading accounting personali- 
ties are to assemble in Sydney in 
May to share the knowledge born 
of their experience and to give you, 
as a member of the Society, an op- 
portunity to advance your know- 
ledge of accounting. 


It has been said that a wise man 
will make more opportunities than 
he finds. The Convention is an op- 
portunity “made” for you by your 
Society. The Convention’s success, 
from the broadest professional stand- 
point, will be related to the degree to 
which members support it by being 
present. 

From the personal viewpoint your 
attendance means that here is one 
opportunity that you recognised and 
realised. 





ADVERTISING AS AN 
EXPENSE ITEM 


A RECENT publication (“Facts”, 
Vol. 6, No. 5) states that Aus- 
tralia spends one per cent, of her 
national income on advertising, i.e., 
about £50 million a year. Thus as 
an item of cost, advertising is by no 
means insignificant. Moreover, the 
growing use of television as an ad- 
vertising medium is one of several 
factors tending to bring about an in- 
crease in total advertising expendi- 
ture. 


From information available, it ap- 
pears that in a large number of Aus- 
tralian businesses advertising appro- 
priations run into six figures an- 
nually, whilst in a few cases they ex- 
ceed half a million pounds. The very 
size of these figures justifies a close 
look at this item of expense and its 
accounting treatment. 


Types of Advertising 


Advertising is undertaken gener- 
ally in an attempt to achieve in- 
creased sales or to institute a favour- 
able reaction to a company or a 
cause. The latter type of advertis- 
ing is known as “institutional”. 


In sales advertising intended to 
stimulate the purchase of specific 
items of merchandise, newspapers 
and magazines, radio and television 
would be the chief media used, as 
well as direct mail and other means. 


Institutional advertising is aimed 
at keeping the name of a business or 
its products before the public and 
building up goodwill. The benefits 
to be derived from this type of adver- 
tising would not be limited to sales; 
for example, some institutional ad- 
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vertising can be of value in attract- 
ing good applicants for staff vacan- 
cies. The media used is widely 
varied—and may include the spon- 
sorship of sporting events. 


Conventional Accounting Treatment 


It is usual to bring into account 
as expense all advertising expendi- 
ture incurred during an accounting 
period. This procedure is simple, 
conservative, and is recognised by 
the taxation Commissioner (who is 
not always on the side of conserva- 
tism). 

However, the treatment of adver- 
tising by the cost accountant is not 
always so simple. In some budget 
periods he may be able to include the 
whole of the estimated advertising 
expenditure in his expense budget, 
but on other occasions he may have 
to exclude such items as the high 
initial expense incurred in launching 
a new product. By making such an 
exclusion the cost accountant ac- 
knowledges that some of the period’s 
advertising expenditure should not 
be recovered from the period’s pro- 
duction costs. (It is assumed that 
absorption costing is used.) 


To illustrate, let us consider & 
hypothetical case in which a busi- 
ness plans a large advertising cam- 
paign to sell newly developed lines. 
The costs of such a campaign would 
be heaviest in the first month or two, 
because the launching of the cam- 
paign would require, for instance, 
full-page newspaper advertisements, 
special T.V. shows, free samples, etc. 
Thereafter the advertisements would 
appear on a reduced scale and the 
expenditure would be correspond- 
ingly smaller. If standard or esti- 
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mated costs were based on the ab- 
sorption of the full estimated expen- 
diture for the period, a figure would 
result which, if used for price-fixing, 
could prove too high. 


In cost accounting, therefore, it is 
quite normal to recognise that some 
advertising expenditure may be re- 
lated to accounting periods other 
than that in which it is incurred. 


Possibility of Alternative Treatment 


The theoretical background for the 
generally accepted method of finan- 
cial accounting for advertising is 
made clear in the following extract, 
attributed to Oscar S. Gellein, from 
Australian Accountancy Progress, 
1956: 


“The identifiable benefit concept 
is based on the assumption that most 
useful measurement of income re- 
sults from matching with the period’s 
revenue those costs which have ad- 
hered to the product sold during the 
period. This fundamental proposi- 
tion has several corollaries. 


“One generally accepted corollary 
pertains to the assumption that, 
either because of the impracticability 
of identifying costs with product or 
because of uncertainties relating to 
future benefits, there are certain 
costs (selling and general adminis- 
trative costs, for example) that are 
ordinarily recognised as costs of 
benefits attributable to the revenue 
of the period in which the costs are 
incurred.” 


The corollary and its underlying 
assumption rely on the practical dif- 
ficulty of identifying advertising 
costs with sufficient certainty so 
that they can be allocated against 
specific accounting periods. Never- 
theless, if it were possible to make 
a reasonable allocation of even some 
part of these costs, this would pre- 
sumably result in an increase in the 
accuracy of profit determination for 
any particular period. 
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It is suggested that, at balancing 
date, an examination of advertising 
costs will enable the identification of 
some part of the costs incurred as 
being related to benefits to be de- 
rived in a future period. The bene- 
fits referred to are, of course, in the 
form of sales. 


Methods of Assessment 


The methods suggested in the ex- 
amples below are to be considered as 
illustrative; the actual methods to 
be adopted will always depend on 
the circumstances. 


EXAMPLE 1. Cost of advertising cam- 
paign to launch new line. 


Total estimated cost of campaign 
to stage where it can be reduced 
to “reminder” advertisements, 
£60,000, over a_ period of 
eighteen months. 

First release of campaign to pub- 
lic, 1 May. 

Balancing date, 30 June. 


Actual costs incurred to 30 June, 

£22,000. 

Estimated sales for first eighteen 

months, 90,000 units. 

Actual sales to 30 June, 15,000 

units. 

On the basis of the above data, the 
share of campaign costs relating to 
the period ended 30 June can be cal- 
culated as follows: 

15,000 
of £60,000 = £10,000 
90,000 


Of the £22,000 expenditure in- 
curred to 30 June, £12,000 has been 
assessed, on a reasonable basis, as 
relating to the ensuing period. 
EXAMPLE 2. Cost of institutional ad- 

vertising series linking the name 

of the company with national de- 
velopment. 

In this case let us assume that 
the connection between costs and 
benefits is so difficult to establish 
that no assessment can be made. 
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It is at least reasonable, however, 
to say that costs incurred in respect 
of advertising which has not been re- 
leased to the public are related to 
future benefits. Examples of such 
costs would be the artwork for 
future newspaper advertisements 
and the cost of making television 
commercials for future release. It 
is suggested that, in the case of the 
institutional campaign referred to, 
any identifiable costs relating to ad- 
vertising which has not been released 
by the balancing date should be con- 
sidered as attributable to the en- 
suing period. 

This principle should, in fact, be 
followed in the case of all advertis- 
ing costs, other than those which 
have been the subject of an assess- 
ment as in example 1. 


Advantages for Cost Accounting 


It will be seen that, if every ef- 
fort is made to assess the cost of ad- 
vertising attributable to various ac- 
counting periods, it may*be possible 
for the cost accountant and the finan- 
cial accountant to use figures arrived 
at on the same basis. This would 
make for easier reconciliation of 
costing and financial results, and 
may assist the cost accountant in the 
problem of determining an appropri- 
ate advertising figure to include in 
his costs. 


Objections to Proposals 
A number of objections may be 

raised, but, for reasons of space, only 

three will be mentioned: 

1. That the accuracy of an assess- 
ment made as in example 1 above 
is open to question. 

. That the “doctrine of conserva- 
tism” is infringed. 

That “Advertising costs carried 
forward”, under any name what- 
ever, would be an unsatisfactory 
balance sheet item, particularly in 
view of its doubtful value in the 
case of winding-up. 

The following brief replies are 
given: 
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1. Compare the “accuracy” of the 
assessment with the “accuracy” of 
most assessments of the portion of 
capital cost of an asset attributable 
to each accounting period, i.e., de 
preciation provisions. 

2. The doctrine of conservatism 
must not be confused with con- 
servative financial management 
(this has been emphasised by 
Wm. C. O’Halloran in his article 
in The Australian Accountant 
—January, 1953). In practice, 
no doubt, almost all businesses 
will continue to charge all adver- 
tising costs against the current 
period as a procedure dictated by 
conservative financial manage 
ment. 

8. This is a matter for the auditor, 
but if a complete explanation is 
provided of the basis used to ar- 
rive at the figure carried forward, 
it is likely that this would be ac- 
cepted on the same footing as 
other pre-payment items. 


Conclusion 


It now remains to make clear the 
practical significance of this article. 
On the authority of a leading Mel 
bourne advertising executive, it can 
be stated that some companies have 
refused to proceed with advertising 
campaigns, which they are convinced 
would be beneficial, because such ad- 
vertising expenditure would reduce 
the current year’s profits and this 
advertising expense would not be 
offset by a corresponding increase in 
revenue in that particular financial 
period. But it would surely be 
a serious matter if the decisions of 
management were being restricted 
by an accounting convention which 
has been accepted without full in 
vestigation. Let us suppose that the 
management of such a company 
asked its accountant “Can’t we carry 
forward some of this expense to next 
year?” ‘ 

Perhaps readers of this article will 
be stimulated to supply an answer 
to this question! 


The Australian Accountant, March, 1958. 





CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Mine Accounting 


The Journal of Accountancy, Nov- 
ember, contains an article by Eustace 
LeMaster on “Accounting for Non- 
ferrous Metal Mines”, in which some 
of the special considerations in mine 
accounting are discussed. 


Use of the Slide Rule 

How many accountants use a slide 
rule? J. H. Gough, “The Slide Rule”, 
in The Canadian Chartered Account- 
ant, November, suggests that it “has 
been almost completely ignored by 
probably 99 out of 100 accountants”’. 
The principle of the slide rule is ex- 
plained in the article, and, with the 
use of diagrams, explanations of how 
to use it are given. The author 
claims that for simple problems like 
“the percentage of 448,983 to 
5,252,167” the slide rule “is faster 
than an electric calculator”. 


Accounting in Germany 


The Cost Accountant, November, 
publishes a translation of an address, 
entitled “Budgeting and the Corres- 
ponding Modernization of Account- 
ing”, delivered at the Seventh Inter- 
national Congress of Accountants by 
Herbert Ratsch. This address pro- 
vides the basis for a comparison of 
accounting practice in Germany and 
here. Management accountants will 
be interested in a description of the 
types of standards used and the 
variations from standards which are 
developed, whilst auditors will find 
that the auditor’s certificate embodies 
not only the assurance that the books 
and reports comply with any legal 
requirements, but that it “ought also 
to constitute an assurance that the 


The Australian Accountant, March, 1958. 


annual accounts, as presented, pro- 
perly and fairly disclose the financial 
and economic position of the busi- 
ness”’. 


Stock-taking 


In the N.A.A. Bulletin, October, 
two developments are reported which 
promise to speed up the stock-taking 
process. A. L. Rudell claims that 
“Applied Sampling Doubles Inven- 
tory Accuracy, Halves Cost”. The in- 
ventory is divided into two categor- 
ies, high-value lots and low-value lots. 
The high-value lots are counted in 
full, but of the low-value lots only 
10 per cent are counted. The method 
was checked against a 100 per cent 
physical count, and the result was 
found to be within 0.8 per cent of the 
total value. 


B. J. Wood describes the use of 
dictaphones for stock-taking at Con- 
vair. Stock takers speak the details 
into a microphone connected to a 
plastic recording belt. Key punch 
operators then prepare tabulating 
cards by listening to the recording. 


Joint Costs 


The Journal of Accountancy, Sep- 
tember, contains an article by Robert 
M. Simpson on “Accounting Prob- 
lems of the Forest-Products Indus- 
try”. The fundamental accounting 
problem in this industry is the proper 
allocation of joint costs among the 
many types and grades of items pro- 
duced. The writer discusses five im- 
portant phases of this basic problem, 
viz. depletion of timber, amortisation 
of road costs, costs of reafforestation 
and timber preservation, deprecia- 
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tion of plant and equipment, and the 
allocation to products of raw material 
and processing costs and the valua- 
tion of product inventories. He in- 
dicates that there are some serious 
accounting problems in this industry 
for which adequate solutions have 
not yet been found. 


Costing 


“Tool Costing in Aircraft Produc- 
tion” is the subject of a case study 
by W. E. Baldwin in the N.A.A. Bul- 
letin, October. Interesting features 
are the use of estimated standards 
for all tools, which permits current 
performance to be assessed, and the 
enor of all detail on punched 
cards. 


In the same issue, J. L. Golding 
writes on “Pinning Down Causes of 
Variation in Labor Unit Costs”. This 
shows how to estimate, in the absence 
of standard costs, some of the factors 
which would appear as variances in 
a proper standard cost system. 


Accounting Theory 


In Accounting Research, October, 
B. C. Lemke writes on “The Develop- 
ment of Accounting in the United 
States”. His article provides a sound 
evaluation of the effect of govern- 
ment regulation and professional in- 
fluences in the development of 
“generally accepted” accounting 
principles. He admits that these 
“principles” do not provide the uni- 
formity, consistency and compara- 
bility that is desirable, but his dread 
of “rigidity” leads him to support, 
as a practical solution, the current 
position in which the claim that an 
accounting principle is “generally 
accepted” means “literally what it 
says: enough people have adopted it 
to ensure its acceptance —in other 
words, so many people are in the 
same boat, that if you adopt the 
principle you will not be lonely.” 


“Uniform Accounting in France”, 
by Kenneth S. Most, The Accountant, 
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November 23, is a description of a 
ma@nual of accounts and a compre 
hensive chart of accounts, prepared 
by a council appointed by the French 
Government, which could be made 
mandatory for all French businesses, 
Attention is given also to definitions 
of terms used and to integration of 
cost and financial-accounting sys- 
tems. 


In recent years a few writers, in 
their search for accounting princi- 
ples, have shown an awareness of the 
much more general application of 
accounting methods than to the busi- 
ness area in which they have been 
most highly developed. “Towards a 
General and Axiomatic Foundation 
of Accountancy” — Accounting Re- 
search, October—jis an article in 
which Richard Mattessich argues 
that the common features of all 
“existing and imaginable accounting 
systems” can be best appreciated in 
matrix formulation. The recording 
of transactions in matrix form is 
illustrated, and matrix algebra is 
used to produce accounting reports. 
Accounting concepts are then defined 
in mathematical terms, and these 
are regarded as the foundation of a 
general theory in which accountancy 
can be viewed as “a scientific method 
for analysing flows and flow systems 
and for measuring the residuals re- 
sulting from these flows.” 


Electronic Data-Processing 


An article entitled “Electronics in 
the Office’, The Accountant, Noven- 
ber 9, provides information about 
three matters; firstly, the incidence 
of errors in machine accounting aris- 
ing out of use of wrong data, faults 
in programming, or a misguided pro- 
gramme, and how to observe these 
errors; secondly, an account of a new 
machine that transmits information 
by magnetic tape, at great speed, 
automatically, in off peak hours, over 
ordinary telephone lines; and, thirdly, 
the installation.of a new electronic 
calculator by the British Railways. 


The Australian Accountant, March, 1958. 
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Auditing . 
In The Accountant, November 2, 
C. Romer-Lee, in an article entitled 
“Verification of Assets”, give a de- 
tailed and comprehensive review of 
procedures involved in the thorough 
verification of the existence of the 
wide range of assets which may be 
encountered in auditing the accounts 
of a substantial limited company. 
Such matters as checking plant, to 
ensure that it really does exist as 
shown in the plant register, and that 
leaseholds, etc., have not been im- 
properly mortgaged are discussed. 


Public Accounting 


In The Journal of Accountancy, 
November, William P. Hutchison, in 
an article “Professional Develop- 
ment”, discusses the requirements to 
be fulfilled by the individual in pub- 
lic accounting to promote his recog- 
nition and identification by the public 
as a professional man. He considers 
some of the means of encouraging 
staff members in public accounting 
firms to obtain this “professional 
development’”’. 


In the same issue, an article by 
James E. Hammond, under the title 
“Statistics on the Accounting Pro- 
fession”, gives the result of a ques- 
tionnaire sent out to members of the 
American Institute of Certified Pub- 
lic Accountants. The figures given 
cover a variety of matters relating to 
the practice of public accounting in 
the U.S.A. 


Accounting for Non-profit 
Institutions 
“Problems of Income Determina- 
tion and the Non-Profit Institution” 
are discussed by Malcolm L. Pye in 
the October issue of Accounting Re- 
view. In organisations such as hos- 


pitals, which are providing benefit to 
society, the question of the relevancy 


of cost and revenue arises. He sug- 
gests that, in such cases, a funds 
statement can clearly show how the 
costs of operation have been borne. 
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Published Accounts 


Charles T. Horngren emphasises 
the importance of disclosure in the 
Accounting Review for October. In 
particular, he draws attention to the 
need for more detailed information 
for the use of the financial analyst, 
whose interpretations of data can be 
invaluable for decision making by 
management. 


The 1957 revision of a statement 
on “Accounting and Reporting Stan- 
dards for Corporate Financial State- 
ments”, prepared by a committee of 
the American Accounting Associa- 
tion, appears in the October issue of 
Accounting Review. The committee 
summarises the concepts behind the 
preparation of accounting reports of 
corporations, and gives its view on 
some of the more contentious prob- 
lems. On certain points the com- 
mittee was unable to reach agree- 
ment, and the views of the dissen- 
tients are.explained. The principal 
point of dissent relates to the rejec- 
tion of the use of direct costing for 
published financial reports. The dis- 
sentients believe that assets are in- 
deed “service potentials available for, 
or beneficial to, expected operations” 
and that asset measurement based 
on this definition need not include 
costs which must be incurred regard- 
less of production or sale. 


In the same journal, R. K. Mautz, 
who was one of the members of the 
committee, gives an interesting de- 
scription of the background of the 
committee’s operations. 


The Accountant, November 2, con- 
tains an article by S. J. McAdden, 
entitled ‘Pestilential Profit”, in 
which the suggestion is made that 
accounting reports should be written 
in such a way that they may be un- 
derstandable to a much wider range of 
people, particularly to the employees 
of the industries concerned. In par- 
ticular, it is suggested that “profit” 
be shown in such a way that there 
is no possibility of misunderstanding 





how much “profit” is applied in taxa- 
tion payments, reserves for the re- 
placement of plant, etc., and finally 
in dividends. This is considered to 
be necessary in the interests of 
greater understanding between 
“labour” and “management”. 


Holding Companies 

As an alternative to the worksheet 
method of preparing consolidated re- 
ports, B. J. S. Wimble, Accounting 
Research, October, suggests keeping 
a set of books for the group and 
thus avoiding repetition of the acqui- 
sition adjustments. His illustration 
shows how the fund statement, for 
each company in the group, can be 
incorporated in the group ledger to 
provide the information necessary 
for preparation of accounting reports 
for the group. 


“Factoring” of Book Debts 


In an article entitled “American 
Factors” in The Accountant, Novem- 
ber 16, L. H. Trimby gives an in- 
teresting account of the practice of 
manufacturers and other businesses 
selling their book debts on a con- 
tractual basis to specialist firms who 
then take over the matter of credit 
control, leaving the manufacturer 
free resources to specialise more 
vigorously in his own line. The con- 
tract and accounting procedures in- 
volved are considered. 


Management Accounting 


In the October issue of Accounting 
Review, A. W. Patrick puts forward 
“A Proposal for Determining the 
Significance of Variations from Stan- 
dard”. He suggests that, in addition 
to the cost accountant’s function of 
isolating variations from standard, 
more attention should be given to 
the determination of the significance 
of the variations obtained by the 
judicial use of statistical methods. 


In The Canadian Chartered Ac- 
coutant, October, Alphonse Riverin, 
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“Direct Costing”, discusses the ad. 
vantages and disadvantages of direct 
costing as compared with absorption 
costing. The author brings out 
clearly the concept of marginal in- 
come and jts practical importance 
in the making of business decisions, 


' The article is illustrated by an ex- 


ample which compares profit and loss 
statements based on direct costing 
and absorption costing methods. 


Social Accounting 


In the October issue of Accounting 
Review, a paper on “Social Account- 
ing’, delivered to the American Ac- 
counting Association by Mary E. 
Murphy, lately research and service 
officer of the Australian Chartered 
Accountants’ Research and Service 
Foundation, stresses the need for 
more interest on the part of the 
accountant in the development of the 
techniques of social accounting. 


Taxation 


In an article entitled “Is An Iso- 
lated Transaction Taxable—Purchase 
and Sale of Real Property”, in The 
Accountant, November 9, Max Eng- 
lard gives warning to accountants 
considering this type of transaction 
to be sure of their ground before 
submitting the client’s return, be 
cause the decision of the Commis 
sioners is one of fact, and appeal to 
the Court usually not possible. He 
gives examples in cases and discus- 
sion to define and distinguish an 
“adventure in trade” from capital 
accretion by investment only. 


Accounting and Inflation 


In The Accountant, November 9, 
C. D. Hellyar, in an article entitled 
“The Effect of Inflation on Taxation”, 
discusses firstly the effect of price 
inflation on “profit” through its m- 
fluence on stock valuation and de 
preciation of fixed assets, and there 
fore on taxation which is based on 
this “profit’’. 
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Cash Receipts 

“Dispensing with Receipts,” The 
Accountant, 21 September, is a let- 
ter from a correspondent concerning 
the procedure to be adopted by one 
large company to dispense with the 
need for receipts to be given or re- 
ceived. 

In The Accountant, 20 July, a 
correspondent writes regarding the 
reorganisation of the procedures for 
handling a very large volume of cash 
receipts for an insurance company 
in a most economical and expedi- 
tious manner, giving informative de- 
tails of the methods to be used. 


Rationalising Taxation 


The Accountant, 3 August, con- 
tains a review by H. A. Sisson of the 
present taxation system of England 
in all its complexity. In the review, 
entitled “Taxes in Practice and 
Theory: A Light Approach to a 
Dark Subject,” he suggests some in- 
teresting principles that might be 
followed in the simplification of the 
system, without damaging the re- 
venue. 


Pricing Policy 

In the N.A.A. Bulletin, September, 
A. H. Seed puts forward “A Flex- 
ible Cost Basis for Pricing,” which 
takes into account such factors as 
the ratio of conversion cost to 
material cost, the desired return on 
ene, and external market fac- 
ors. 


Quality Control 


An article in The Accountant, 17 
August, outlines the advantages to 
management of statistical methods in 
“Quality Control”, and mentions two 
pamphlets dealing more extensively 
with the subject. 


Input-Output Analysis 

In the August issue of The Ac- 
countants’ Journal (N.Z.), J. V. T. 
Baker, in “The New Zealand Eco- 
nomy: An Inter-Industry Study,” 
explains in a simple and general 
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manner the nature of input-output 
analysis and its application to the 
economic relationships between dif- 
ferent industries. Statistical tables 
relating to the New Zealand economy 
for 1952-3 are presented, and the 
following through of one item helps 
to clarify the purpose of this rela- 
tively new technique, the develop- 
ment of which should greatly in- 
crease the understanding of the eco- 
nomic environment and improve the 
measurement of the intricacies of 
economic influences between differ- 
ent industries and sectors. 


Insurance 


Some of the less obvious aspects 
of company insurance needs are 
brought out by D. W. Herron in a 
hypothetical case study in the N.A.A. 
Bulletin, September. 


An article entitled “Insurance 
Against Professional Negligence,” 
The Accountant, 7 September, is an 
account of a case in which an insur- 
ance company used its right of sub- 
rogation to recover from an employee 
for a claim met by the insurance 
company in respect of his negligence. 
It is suggested that a principle is 
established which could leave em- 
ployees of firms of accountants in an 
onerous position unless suitable in- 
surance cover is provided. 


“Amalgamations and Reconstruc- 
tions” is the title of a thoughtful 
article in The Accountants’ Maga- 
zine, September, by A. N. E. McHaf- 
fie. He outlines three types of 
amalgamations and examines the 
benefits, method of valuation and 
various miscellaneous implications 
stemming from reconstruction. 


An article which undertakes a full 
examination of one of these items— 
“Valuing a Business,” by M. R. Read, 
appears in the September issue of 
Accountancy. An interesting feature 
is that “no separate account is taken 
of goodwill. It is . .. treated as 
part of the business as a whole.” 
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SHARE YOUR IDEA 


HELPFUL SUGGESTIONS FROM READERS 


ANNUAL RETURNS OF 
COMPANIES 


Mr. R. GOLDENBERG, A.A.S.A., 
A.C.LS., A.C.A.A., (Caulfield, Vic.) 
contributes the following: 

In Section 110(1) of the Victorian 
Companies Act 1938-1956 there is a 
proviso permitting the lodgment of 
a certificate in lieu of the annual 
return, where there have been no 
changes since the previous return 
with respect to the particulars 
required by the Sixth Schedule. 

This schedule calls for “total 
amount of the indebtedness of the 
company in respect of all mortgages 
and charges... .”. In the case of a 
company operating on a bank over- 
draft, it is obvious that this item 
will be different every year. The 


Registrar-General’s office adheres to 


a strict reading of the Act, and 
requires a complete return each year, 
where the only differing item is the 
amount of the overdraft. 

No doubt the intention of the 
legislature was to obviate the neces- 
sity of preparing the same informa- 
tion for filing each year. In the 
case of proprietary companies, the 
particulars of share capital and 
shareholders may remain unchanged 
for long periods of time, and it is 
therefore unfortunate that many 
such companies are unable, for the 
above reason, to take advantage of 
the proviso to Section 110(1). 

It seems that a minor amendment 
to the Act would enable a saving of 
time to be effected in many offices, 
without diminishing the value of the 
public records. Provision could be 
made on the form of the certificate 
in lieu of the annual return for the 
amount of indebtedness to be 
reported each year. 
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“CHEQUE FORM” RECEIPTS 

Mr. D. S. SHERRIFF, F.A.s.a. 
(Ivanhoe, Vic.) writes :— 

The practice of some firms in 
printing a form of receipt on the 
reverse side of their cheque forms, 
so that endorsement completes the 
receipt, is inconsistent with modern 
practice and is also troublesome to 
most payees. 

Firms which recognise only their 
own Official receipt are expected to 
give a “duplicate” receipt on these 
cheques and pay additional duty. If 
through an oversight they fail to 
affix the additional duty, they break 
the law. 

Having in mind the modern ten- 
dency of some firms and _ semi- 
government bodies of not issuing 
receipts for cheques unless requested, 
it is consistent to suggest that the 
use of “cheque form” receipts be dis- 
continued. Alternatively, the govern- 
ment should legislate to exempt duty 
on duplicate receipts. Such legislation 
would be worthwhile if only it 
encourages those who still issue 
official receipts to continue doing so. 


RUBBER STAMP IDENTI- 
FICATION 


Miss M. C. Ryan, of South Single 
ton, N.S.W. writes:— “The idea in 
the Australian Accountant for 
October of painting the handles of 
rubber stamps with identifying 
colours is a step in the right direc 
tion. My boss was always impatiently 
searching for the right stamp, until 
one day I quietly took them all, typed 
the designation (e.g., ‘NOT NEGO- 
TIABLE’) of each on a narrow strip 
of paper and affixed it to the side of 
the stamp with transparent cellulose 
tape. At a glance he has the right 
stamp.” 
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TAXATION 


OWN YOUR OWN FLATS 


By D. C. WILKINS, B.coM., A.A.S.A. 


The Income Tax Board of Review decided, in a recent case, 
that certain funds provided by shareholder-tenants of an 
“own-your-own-flat” company did not represent assessable 


income to the company. 


COMPANY owned a substantial 

block of flats in Melbourne. 
There were 41 shareholders, the 
number of shares held by each 
shareholder being fixed according to 
the relative value of the flat oc- 
cupied by the shareholder as a 
tenant. A tenancy agreement was 
entered into between the tenant and 
the company as landlord, providing, 
in addition to the covenants usually 
found in a contract for letting, that 
the tenant was to make a quarterly 
payment to the landlord represent- 
ing his proportion of expenditures 
incurred on maintenance, lighting, 
cleaning, gardening, administration, 
rates, taxes, insurance, etc. 


The basis adopted for the allot- 
ment of shares, and the responsibili- 
ties undertaken in the tenancy agree- 
ment, were typical of the “own- 
your-own-flat” method of flat oc- 
cupancy. Essentially, of course, in 
multiple flat instances such as this, 
the tenant does not own his flat, but 
as he is able to dispose of his sepa- 
rate shareholding, the situation pro- 
duced is as satisfactory in its effect 
as conventional home ownership. 


In 1955, the company’s board of 
directors decided to build up a fund 
to meet major maintenance costs, the 
fund to consist of the purchase of 
Commonwealth bonds. The cost of 
the bonds were recovered from the 
Shareholders. In the statement ex- 
plaining the quarterly charges for 
Maintenance the shareholder-tenant 
was advised that the amount he was 
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called upon to pay included a propor- 
tion of the cost of the bond pur- 
chased, and explained that a series 
of such bonds were to be purchased 
to build up the maintenance fund. 


For the year ended 30 June, 1955, 
the company submitted a “statement 
of profit and loss’, showing the fol- 
lowing particulars: 


Income 


Maintenance charged to 
shareholders 401 . 8,245 
Interest on Commonwealth 


bonds .... Pay pee 8 3,248 
Operating Expenses 


Directory board ... . Fat 84 
Provision for deferred main- 

tenance Tar 
Various items of expendi- 

ture . 3,105 3,481 


Deficit £233 


The Commissioner’s assessment of 
tax for the year took this loss of 
£238 as the starting point, and added 
back, as non-allowable deductions, 
the provision for deferred mainten- 
ance and the cost of the directory 
board. The taxable income assessed 
was £143. 


At the hearing before the Board 
of Review, the Commissioner’s re- 
presentative stated that the amount 
of £292 was disallowed because it 
represented a provision, deductible 
in the year in which the expenditure 
was actually incurred. The cost of 
the directory board was disallowed 
as an outgoing of a capital nature. 
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This treatment assumed, and the 
Commissioner argued, that the 
amounts of £292 and £84, which 
were included in the total of £3,245 
“maintenance charges” received, re- 
presented assessable income derived 
by the company. All the amounts 
received by the company under the 
terms of the tenancy agreements, 
the Commissioner contended, were of 
the nature of income, and as the 
manner in which those amounts 
were used was subject to the dis- 
cretion of the directors, the tenants 
had no say as to their disposition. 


Counsel for the taxpayer company 
contended, firstly, that the amount 
of £292 was held by the company in 
trust for the shareholder-tenants, 
that it had to be kept separate for 
the specific purpose of building-up 
the maintenance fund, and that 
therefore it should be excluded from 
the calculation of both assessable in- 
come and allowable deductions. 
Secondly, that the principle of 
mutuality applied, that is, that the 
amounts paid to the company for 
the purchase of bonds represented 
a contribution by members to a com- 
mon fund, to be used for a common 
purpose in which all the members 
were entitled to participate, and so 
it should not be included in assess- 
able income. 


Lord Macmillan, in Municipal In- 
surance Limited v. Hills (1932) 16 
T.C. 430, stated that “the cardinal 
requirement (of the principle of 
mutuality) is that all the contribu- 
tors to the common fund must be en- 
titled to participate in the surplus 
and that all the participants in the 
surplus must be contributors to the 
common fund; in other words, there 
must be complete identity between 
the contributors and the partici- 
pators.” This is the governing prin- 
ciple which determines, for example, 
that subscriptions to club funds by 
club members are not treated as in- 
come assessable to tax, virtually be- 
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cause they (the members) are pay- 
ing the subscriptions to themselves 
(the club). 


Thirdly, the taxpayer company 
argued that the amount of £84, used 
by the company for the purchase of 
a directory board, represented a pay- 
ment of capital, and that the same 
amount recouped from the tenants 
was a receipt of capital. 


The Board of Review decided that 
the amount of £292 received by the 
company for the purchase of bonds 
to be applied in meeting major main- 
tenance expenditures “lacks any of 
the essential characteristics of a re- 
ceipt of income” because the prin- 
ciple of mutuality was appropriate. 
However, this conclusion did not 
seem to matter, because the Board 
concluded that as these funds were 
held by the company for a par- 
ticular purpose in the interests, or 
for the benefit, of the tenants, they 
were held in trust for the siare- 
holders, and should not be regarded 
as income. 


The amount of £84 received by the 
company from the tenants, and spent 
on the directory board, was held to 
be a recoupment of a capital expense, 
also not constituting assessable in- 
come. 


The Board stated that “it was un- 
necessary to explore the question as 
to whether the receipt by the tax- 
payer company of monies expended 
on items of general maintenance 
should be classed as assessable in- 
come; that issue is not before the 
Board”. It appears clear, however, 
that if the principle of mutuality 1s 
applicable to the amounts which 
were the subject of the case, it is 
equally applicable to all the main- 
tenance charges paid by the share- 
holder-tenants to the company, re- 
couping the expenditures incurred 
or to be incurred on repairs, rates, 
etc. 


In a sense, the shareholders are 
making the payments to themselves 
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as the company, those payments not 
to be regarded as income subject to 
tax, and the appropriate expendi- 
tures, whether past or future, not 
to be treated as allowable deduc- 
tions. On that basis, the assessable 
income of the company for the 1955 
year would be limited to the amount 


of £3, interest on Commonwealth 
Bonds, from which no deductions 
would be allowable. 


(This case has not yet been re- 
ported; our copy of the decision of 
the Board of Review was supplied by 
the taxpayer company.) 





COMPARISON OF 


INCOME TAX RATES 


In an article entitled “Personal Income Tax in Nine Coun- 
tries”, by E. B. Nortcliffe, appearing in the September, 1957, 
edition of the “British Tax Review”, the following compara- 
tive tables appeared. They are based on tables appended to 
the 1956 Stamp Memorial Lecture given by Lord Heyworth, in 
England, and provide a broad comparison of personal income 
tax levels in the countries selected. 


E first table shows income tax 

as a percentage of earned income 
derived by a married man with two 
children. The exchange rate selected 
for Canada and the U.S.A. was $5 
= fstg.1, as a reflection not of the 
value of the pound sterling in rela- 
tion to the dollar, but in order to 
take into account differences in the 
cost of living and levels of remunera- 
tion. The exchange rate for Aus- 
tralia is £A125 = £stg.100; the dif- 
ferences in cost of living between 
Australia and the United Kingdom 
were not considered. The article 
mentions that a senior clerk on 
{1,000 per annum in the United 
Kingdom would be closely matched 
by an American or Canadian on 
$5,000; the table assumes that an 
= salary in Australia is 


It has to be realised, of course, 
that a table such as the above repre- 
sents an oversimplification of the 
‘comparison of the tax burden on in- 
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dividual taxpayers. Each separate 
country has its own definition of tax- 
able income; however, by confining 
the above comparison to earned in- 
comes, those differences are not par- 
ticularly important. The author ex- 
presses the opinion that “in the field 
of amenities and perquisites every 
tax jurisdiction makes an effort to 
prevent evasion of tax, and each 
country has its quota of citizens who 
take advantage of the administra- 
tive difficulties inherent in the prob- 
lem. It would be quite impossible 
to shade conclusions drawn from 
comparative tax tables by reference 
to the relative enthusiasm and ef- 
ficiency of tax administrators on the 
one hand and the relative unscrupu- 
lousness of taxpayers on the other”. 


One important aspect of a con- 
sideration of the tax burdens in dif- 
ferent countries, however, is a com- 
parison of the extent to which local 
revenues are collected in the form of 
income taxes. Mr. Nortcliffe’s article 


105 





provides also the following table; it 
is based on published statistics and 
does not claim to be accurate, but it 
indicates, for example, that an in- 
dividual in Sweden is not as heavily 
taxed as might appear from the first 
table. 

The third table provided in the 
article selects different levels of in- 
come and shows the progression of 
tax rates. The steepness of the pro- 
gression in the United Kingdom is 
evident. 


It may reasonably be concluded 
from the tables (below) that, whe 
compared to the other countries 
selected, Australia is not backward 
in the field of income tax imposition, 
The severity of income tax in the 
United Kingdom is effectively demon. 
strated; apart from that the figures 
provided do not permit of any firm 
conclusions which may be of comfort 
to the Australian taxpayer, but are 
of interest despite their admitted 
inexact character. 





Table 1 


INCOME TAX AS A PERCENTAGE OF INCOME 


United South 


Kingdom Aust. 


Jo Jo %o 

800 4.5 6.0 F 6.6 
1,500 16.6 13.7 7 12.2 
2.000 20.7 18.4 : 14.8 
3,000 27.3 25.7 « 20.3 
4,000 32.8 31.1 V 25.4 
6,000 42.3 39.6 J 31.7 
10,000 54.2 48.3 é 39.0 
20.000 72.0 57.0 48.3 


Income 
£stg. 


Table 2 


Africa Canada 


Western 

U.S.A. France Holland Germany Sweden 
%o %o %o %o Go 
8.0 3 10.5 10.9 19.7 
13.9 5.3 20.0 19.3 25.8 
15.9 6.8 25.6 23.2 29.9 
19.3 11.1 34.2 29.0 35.7 
22.3 14.9 39.9 33.1 40.2 
27.8 20.4 47.2 37.6 46.1 
37.8 27.2 55.3 43.1 52.6 
51.9 62.9 50.0 60.4 


SOURCES OF TAX REVENUE 


On Personal 
Income 27 
On Corporate 
Income 17 
On Capital 3 
Indirect 

Taxes 43 
Other Local 
Taxes 10 


Table 3 


38 


22 
1 


28 


11 


MARGINAL TAX RATES 
(Expressed as a percentage of the last £1 of taxable income) 


42.5 13.3 11.0 17.0 
52.5 38.3 11.9 28.0 
70.0 57.9 35.3 43.0 
85.0 63.3 63.5 53.0 
92.5 66.7 63.5 58.0 


20.0 16.5 30.0 24.0 
34.0 40.4 61.2 39.0 
59.0 60.5 72.0 47.0 
72.0 77.0 72.5 53.8 
81.0 77.0 72.5 57.4 
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NOTES ON SELECTED TAX CASES 


By D. C. WILKINS, B.COM., A.A.S.A. 


ROYALTIES RECEIVED BY 

ESTATE 
Under the United Kingdom 
Income Tax Act, royalties re- 
ceived by the executors of an 
author from contracts entered 
into before his death were 
regarded as not liable to tax. 


The author, Peter Cheney, died in 
June 1951. During his lifetime he 
entered into various agreements to 
write books or for the publication of 
books previously written by him. 
Royalties payable under these agree- 
ments were subject to United King- 
dom income tax, representing profits 
arising from his profession. 


Subsequent to Peter Cheney’s 
death, his executor received substan- 
tial amounts in 1952 and 1953 arising 
out of the contracts made personally 
by the author. 


The English tax law has a peculiar 
effect on a situation such as this. 
Where a person carrying on a pro- 
fession dies or ceases to follow his 
profession, amounts which represent 
remuneration arising from those 
activities which has still to be col- 
lected cannot be taxed if it is not 
possible to relate such amounts back 
to the period in which the profes- 
sional activities took place. In other 
words, the potential receipts should 
be taken into account while the pro- 
fession is still continuing. 


The executors of the estate con- 
tended, therefore, that the sums 
received by them represented the 
fruit of contracts made by Mr. 
Cheney while he carried on his pro- 
fession as an author. On the other 
hand, the Crown put forward the 
view that the amounts in question 
flowed from the exploitation of the 
property of the deceased author (his 
copyrights) and should therefore be 
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taxed as annual payments arising 
from such property. 


The English High Court, in Car- 
son (Inspector of Taxes) v. Peter 
Cheney's Executor (1957) 2 All E.R. 
698, decided that the contracts from 
which the amounts received by the 
executor arose were part of the pro- 
fessional activities conducted before 
the author’s death and that the 
Crown, in its assessment of tax for 
the period before death, had gone as 
far as it could go, and no further 
assessment of tax on that remunera- 
tion was permitted. 


It is interesting to compare the 
above with the situation that would 
exist under the Australian Income 
Tax Act. The English case con- 
firmed the view that the character 
of such receipts does not change be- 
cause they are received after the 
business has ceased. However, sec- 
tion 101A of the Australian Act 
specifically states that where the 
trustee of a deceased estate receives 
any amount which would have been 
assessable income in the hands of the 
deceased if it had been received by 
him during his lifetime, such an 
amount will be included in the 
assessable income of the estate. 
Assuming, therefore, it could be said 
that the author had conducted certain 
activities before his death, and as a 
result of those professional activities 
the payments due under the contracts 
were made to his executor, then it 
is probable that the provisions of 
section 101A would apply. The 
amounts would then be included in 
the assessable income of the estate, 
deemed to be income to which no 
beneficiary is presently entitled, and 
thus assessed to tax in the trustee’s 
hands. 





RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.A., LL3 


Auditor Not a “Professional Adder-Upper and Subtractor” 


Fomento (Sterling Area) Ltd. v. 
Selsdon Fountain Pen Co. Ltd. and 
Others (1958) 1 All E.R., 11, is a 
case which is sure to be of consider- 
able interest to auditors, for it led 
to a discussion by the House of Lords 
of the functions and duties of audi- 
tors. (It was also concerned with 
other matters, but these are not con- 
sidered in this note). 


So far as relevant to this comment, 
the facts are these. F company 
granted S company a sub-licence to 
make, use and sell certain ball- 
pointed pens and refills therefor, 
these articles being protected in 
whole or in part by patents, on terms 
that the licensee would pay royalties 
on sales of patented articles. S com- 
pany agreed to give F company’s 
auditors “all such other information 
as may be necessary or appropriate” 
to enable the amount of the royalties 
payable under the agreement to be 
ascertained, and the auditors, if re- 
quired by S company, were to under- 
take to treat the information so 
given as confidential. 


In the course of their audit, the 
auditors found that three types of 
refill were being sold by S company 
—types A, B and C. Royalties had 
been paid on A, but not on B or C. 
The auditors asked S company for 
specimens or specifications of types 
B and C in order to ascertain 
whether or not they were patented 
articles, but S company declined to 
give that information, saying that 
types B and C were not patented 
articles and that they were not, 
therefore, bound to give any infor- 
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mation about them. (There was no 
the least suggestion, at any stage, of 
fraud or mistake.) 


This led to an action for breach of 
contract, F company saying tha 
they were entitled to repudiate th 
contract as a result of S company’ 
action, and S company denying any 
breach. The question was, therefore 
whether the term of the agreement 
whereby the auditors were entitle 
to “all such other information . ..” 
had been broken by S company’s re 
fusal to give the information sought, 
and this in turn involved a considers 
tion of whether the auditors had 
been entitled to ask for it, anyway. 


In the court of first instance, Har- 
man, J., gave judgment against § 
company on the ground that in re 
fusing to give the information they 
had been guilty of a breach of con 
tract entitling F company to repuéi- 
ate the contract. This was reverse 
by the Court of Appeal, but the 
House of Lords (by a majority of 
three to two) restored the decision 
of Harman, J. 


Viscount Simonds and_ Lon 
Tucker were the two dissentients 
Lord Tucker being content to agre 
with the opinion of Viscount Simonds 
without giving any reason of his 
own. Their view as to the func 
tions of an auditor in these circu 
stances may be summarised in this 
fashion. 


An auditor’s duty is verification; 
yet here the auditor was saying to$ 
company, “I have all the informs 
tion” (that is, from the accounting 
and other records made available t 
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him) “which enables me to compute 
the amount of royalties on the 
articles which you say are patented, 
but how do I know that you are not 
mistaken or fraudulent? Let me 
Ysee other articles that I may form 
my own judgment on them”. This, 
however, forms no part of an audi- 
tor’s right or duty under such a 
clause as the one here in question 
(and it is irrelevant to refer to his 
statutory rights and duties under 
the Companies Acts). No accountant 
would claim that he has the neces- 
sary skill to decide whether or not 
an article is protected by a patent; 
in this case the auditor concerned 
said that if he were given the article 
he would take the advice of a patent 
attorney, so that he would have been 
relying, not on what his own profes- 
sional skill and knowledge have 
taught him, but on the advice of 
others, in ascertaining and verifying 
the amount of royalty payable. Since, 
by the agreement, he was entitled to 
such information as would enable 
him to ascertain or verify the 
amount -of royalty payable, how 
could he say that having relied on 
the advice of others he has himself 
ascertained or verified anything at 
all? If the clause in question were 
to give him a right to institute a rov- 
ing inquiry to decide whether S com- 
pany were manufacturing under the 
patent any articles other than those 
admitted by the company to be pro- 
tected by the patent, the auditor 
would have a right—and, therefore, 
a duty—to inquire about every other 
article sold by the licensee which 
would, or might, fall within the so- 
called patented field, and demand 
specimens for submission for expert 
opinion. Thus, under the guise of 
an accountancy transaction, a far- 
reaching investigation of the licen- 
see’s manufactures would be _ in- 
volved. 


To interpret the clause as produc- 
ing this result would, in Viscount 
Simonds’ view, be repugnant to com- 
mon sense. 
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Lord Morton, on the other hand, 
took the view that reading the words 
of the clause in their ordinary mean- 
ing, the auditors were entitled to ask 
for the information in question. 
Otherwise, F company as licensor 
would be in an impossible position, 
for the licensee could decline to 
supply information by saying simply 
that the articles in respect of which 
the information was being sought 
were not covered by the patents—a 
result to which no licensor could 
agree. It was, he said, entirely ap- 
propriate that the auditors should be 
given all information, of every kind, 
which was necessary or appropriate 
to enable them to do their work as 
auditors—that is, to ascertain and 
verify the amount of royalties pay- 
able. The only limitation which the 


Clause placed on the information 
which the auditors could seek was 
that it must be necessary or appro- 
priate to enable the amount of the 
royalties payable to be ascertained. 

In other words, he founded his 
opinion mainly on the natural mean- 


ing of the words in the clause, and 
found it unnecessary to give any con- 
sideration to the general functions, 
rights and duties of an auditor. 

Lord Keith agreed with Lord Mor- 
ton, and did not add any reasons of 
his own, so that to that stage the 
House was evenly divided. Lord 
Denning, however, agreed that the 
auditors’ question was appropriate 
to ascertain the royalties payable 
and should have been answered, so 
that the decision of the Court of 
Appeal on this point was reversed by 
a majority of three to two. 

In dealing with the question 
whether the auditors were entitled 
to seek this information, Lord Den- 
ning ‘posed the general question— 
What is the proper function of an 
auditor? As it is thought that his 
answer to this question will be of 
great interest to accountants, it is 
here set out in full: 

“What is the proper function of an 
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auditor? It is said that he is bound 
only to verify the sum, the arith- 
metical conclusion, by reference to 
the books and all necessary vouching 
material and oral explanations; and 
that it is no part of his function to 
inquire whether an article is covered 
by patents or not. I think this is 
too narrow a view. An auditor is 
not to be confined to the mechanics 
of checking vouchers and making 
arithmetical computations. He is 
not to be written off as a professional 
‘adder-upper and subtractor’. His 
vital task is to take care to see that 
vital errors are not made, be they 
errors of computation, or errors of 
omission or commission, or down- 
right untruths. To perform this task 
properly, he must come to it with an 
inquiring mind—not suspicious of 
dishonesty, I agree—but suspecting 
that someone may have made a mis- 
take somewhere and that a check 
must be made to ensure that there 
has been none. I would not have 
thought that Re Kingston Cotton 
Mill Co. (No. 2) .. . relieved an 


auditor of his responsibility for 


making a proper check. But the 
check, to be effective, may require 
some legal knowledge, or some know- 
ledge of patents or other specialty. 
What is he then to do? Take, for 
instance, a point of law arising in 
the course of auditing a company’s 
accounts. He may come on a pay- 
ment which, it appears to him, may 
be unlawful, in that it may not be 
within the powers of the corporation, 
or improper in that it may have no 
warrant or justification. He is, then, 
not only entitled but bound to in- 
quire into it and, if need be, to dis- 
allow it. . . . It may be, of course, 
that he has sufficient legal know- 
ledge to deal with it himself, as many 
accountants have, but, if it is be- 
yond him, he is entitled to take legal 
advice on the principle . . . that ‘per- 
mission to a man to do an act, which 
he cannot do effectually without the 
help of an agent, carries with it the 
right to employ an agent.’ 
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“So, also, with an auditor who is 
employed for the purpose of check- 
ing the royalties payable. It is part 
of his duty to use reasonable care to 
see that none has been omitted which 
ought to be included. He is not 
bound to accept the ipse dizxit of 
the licensee that there are no other 
articles which attract royalty. He 
is entitled to check the accuracy of 
that assertion by inquiring the 
nature of any other articles, which, it 
appears to him, may come within the 
patented field. If he cannot be sure 
of his own knowledge, whether they 
attract royalty or not, he can take 
the advice of a patent agent, just as, 
within the legal sphere, he can take 
the advice of a lawyer...” 


His Lordship also dealt with the 
assertion that if the auditor were 
authorised to acquire information of 
this kind, it would mean that S com- 
pany could be interrogated about all 
the articles they sold, which, surely, 
could not have been intended. The 
answer to this was to be found in 
the limitation suggested by Lord 
Morton, namely, that the informa- 
tion sought had to be “necessary or 
appropriate” to the auditor’s task. 
An inquiry into all articles sold, even 
those not connected with ball-pointed 
pens, would not be necessary or ap- 
propriate—it would be oppressive, 
and S company would be entitled to 
decline to answer it. But that could 
not be said of the information sought 
by the auditor in this case. 


Where the extent of the auditor’s 
rights depends on the terms of a 
contract—as opposed to rights con- 
ferred on him by, say, the Companies 
Acts—the question in the end is 
really reduced to ascertaining the 
true meaning to be attached to the 
terms of the contract. For this 
reason generalisation is frequently 
dangerous. Nevertheless, this case 
does give some indication of the pre- 
sent day judicial view of the nature 
and extent of an auditor’s functions, 
rights and duties. 
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THE SWISS DON'T MISS ON 


DEBT COLLECTION 


By G. A. FABINY, A.C.LS., A.A.S.A., A.C.LA. 


HE great variety of mechanical 

appliances used for work simpli- 
fication in modern business adminis- 
tration is familiar to most accoun- 
tants and office managers. 


But who would not be surprised, 
however, if an automatic debt-col- 
lecting device was introduced on the 
market? (Think of all the headaches 
you have now with overdue ac- 
counts! .. .) 


Yet, I have seen such “machinery” 
in operation, although it was not 
invented by engineers but by legis- 
lators. Switzerland, which ranks high 
in the world for its business effici- 
ency and democratic public institu- 
tions, has a system of government- 


controlled debt-collecting which has 
operated most satisfactorily for the 
last thirty years! 


Without any intention of discuss- 
ing the legal principles involved, I 
will describe the practical merits of 
this system, and how it affects the 
work of the businessman and his ac- 
countant. Thus, I would leave the 
issue with readers to decide for 
themselves whether and how the ad- 
vantages of this experiment could be 
ny adapted to our condi- 

ons. 


For the sake of demonstration, 
let us assume that Mr. Don Debtor 
owes £10 to Mr. Clive Creditor. The 
statements and reminders sent by 
the latter have proved ineffectual 
and Mr. Creditor has a reasonable 
ground to believe that the “friendly 
way” will not bring him results with- 
in the required time. What would 
Mr. Creditor do, if he lived under 
Swiss jurisdiction? 
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He would apply to the Federal 
Debt Collecting and Bankruptcy 
Board, and request the collection of 
£10 plus interest and charges from 
Mr. D. Debtor. (The Board has 
been established by an Act of Parlia- 
ment and attached to the Bankruptcy 
Court.) Mr. Creditor has also to 
deposit 6/6d. for Board fees which 
would, in turn, be collected from Mr. 
Debtor. The deposit would be for- 
feited, if Mr. Creditor lost his claim 
or voluntarily discontinued the case 
before final settlement. 


A summons issued by the Board, is 
delivered to Mr. Debtor the day after 
the application was lodged. He is 
ordered to pay the full amount to 
the Board within 20 days. 


What can Mr. Debtor do against 
such a summons? He may choose 
one of the following courses: 


(a) Pay the debt to Mr. Creditor 
or through the Board. If he pays to 
the Board, he has to add two shil- 
lings for collection fees. Once the 
debt is settled, the case would be 
closed. 


(b) Disclaim liability, i.e., return 
the summons within ten days, signed 
under the provision “Advise for 
Legal Action”. 


(c) Do nothing but “wait and see”. 


The Board will notify Mr. Creditor 
after the expiry of ten days, indi- 
cating whether or not legal action 
has been suggested. If it has been, 
then the Board is debarred from any 
further action until the case is 
settled in the Court. After the debt 
has been adjudged by the Court, the 
Board will automatically carry out 
the following procedure. 
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The table hereunder shows the Board fees (£1 taken as Fr 10.): 


First 
application 


Up to # .... .... Pets 4/6 
SS 06-810 «3:4: « me 6/6 
£10 to £100 pee 8/6 
£100 to £500 .... * 10/6 
£500 to £1,000 . 12/6 
£1,000 to £5,000 20/6 
Over £5,000 . 36/6 


Size of debt 


fee (at any 


Application 
to carry 
on proc. 


Collection 
Cost of 


stage) Bankruptcy 


1/- 4/6 16/- 
2/- 6/6 20/- 
8/6 30/- 
10/6 36/6 

12/6 
20/6 60/- 
36/6 80/- 





Suppose, Mr. Debtor does not pay 
within the time limit and neither 
does he disclaim liability. (Besides, 
he will not disclaim liability unless 
he is quite confident in his legal de- 
fence, otherwise, he would only add 
the full Court’s costs and lawyer’s 
fees to his expenses). Now Mr. 
Creditor is entitled to apply to the 
Board in order that the procedure 
should be continued. (Additional 
6/6d. to be deposited). 


If the debtor is registered as a 
business firm or society (whether 
sole trader, partnership or limited 
company) the Board will issue him 
a “Bankruptcy Warning”, allowing 
further 20 days to settle the debt. 
The disregard of the “Bankruptcy 
Warning” constitutes an act of bank- 
ruptcy, i.e., a prima facie evidence of 
the debtor’s insolvency, upon which 
Mr. Creditor may file a petition for 
a sequestration order. The pro- 
cedure from here onwards is much 
the same as it would be under Aus- 
tralian law. The main difference 
lies in the legal entity of all regis- 
tered sole trading and partnership 
firms which would be dissolved under 
similar provisions as a limited com- 
pany—the first step being the pub- 
lie notice of the bankruptcy and the 
removal of the firm’s name from the 
trade register. 


The procedure against Mr. Debtor 
as a private individual would be en- 
tirely different. After a Notice of 
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Attachment has been served on him, 
a bailiff would be directed to seize 
sufficient assets belonging to the 
debtor, the realisation of which is 
expected to cover the debt with in- 
terest and cost of the procedure. 


Domestic and income earning ne 
cessities are protected from seizure. 
This protection is similar to the pro 
ae of the Federal Bankruptcy 

ct. 


Mr. Debtor might be granted an 
opportunity to settle his debt in full 
by instalments before his property 
would be auctioned, provided that 


(a) the Board is satisfied of the 
bona fides of the debtor. 

(b) the first instalment is paid in 
cash in advance, and 

(c) the settlement is made in not 
more than seven equal 
monthly instalments, the last 
of which would include inter- 
est and full charges. 


Failure to pay any of the instal- 
ments at their due date would in- 
volve the suspension of the arrange 
ment. 


If the total assets of Mr. Debtor 
are insufficient to meet the claims of 
his creditors in full, the Court would 
issue a “Certificate of Loss in Bank- 
ruptcy” to the extent of the unpaid 
balance to all parties concerned. The 
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owner of such a certificate is entitled 
to re-open a bankruptcy procedure 
at any time in the future. There- 
fore, the bankrupt would seek a dis- 
charge in his own interest as soon 
as he could manage it. 


There are special provisions deal- 
ing with the respective rights of 
secured creditors and a further sim- 
plified procedure in the case of un- 
disputable debts. 


If either the debtor or the creditor 
is dissatisfied with the ruling of the 
Board, they have the opportunity to 
refer the case to the Court of Appeal. 


The foregoing description shows 
the essential features of the govern- 
ment-controlled debt-collecting sys- 
tem. The law and practice relating 
to this procedure are quite familiar 
to all qualified accountants in 
Switzerland who are able and en- 
titled to represent their employers at 
the Board without reference to a 
lawyer, unless the case has been 
taken to the Court. Thus, Mr. 
Creditor would not risk more than 
the actual Board fees when seeking 
recovery of a doubtful debt. 


On the other hand, many “reluc- 
tant debtors”—the type of customers 
whose working funds are derived 
mainly from unpaid debts—would be 
seared off by this short-term collect- 
ing method. Such parasitic firms 
which make a regular practice of not 
paying their liabilities until the 
creditor’s patience has been stretched 
to its utmost limit, would find them- 
selves in a position where a forced 
liquidation might close their busi- 
ness 40 days after due date for pay- 
ment. 

On the whole, both creditors and 
debtors would benefit by the gov- 
ernment-controlled debt-collecting 
system as long as their intentions 
were honourable. The former could 
reduce the volume of their outstand- 
ing accounts without risking too 
much additional loss on bad-debts. 
The latter would not have to double 
their debt through legal expenses 
when they happen to be in financial 
difficulties. 


Editor’s Note: Readers are invited to ex- 
press their opinions on this method of debt 
collection and the wisdom or otherwise of 
establishing the required Government de- 
partment. 


— & — 


Accounting—and The Cloth 


It is a matter of common know- 
ledge that the field now open to the 
qualified accountant is a wide one. 
Important posts in the universities, 
the public service, the armed forces, 
the teaching profession, the law and 
last, but not least, in business, are 
occupied by accountants. It may not 
be so well-known, however, that a 
knowledge of accountancy is now a 
recommendation for advancement in 
the church. At least that is what 
Howard Spring in his novel “A Sun- 
set Touch” suggests through the 
medium of one of his characters, a 
very able, but disappointed, elderly 
country vicar. This man, after relat- 
ing the somewhat unusual circum- 
stances in which Charles the Second 
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promoted Dr. Ken to the bishopric of 
Bath and Wells, goes on to say “There 
have been in the course of history 
various reasons for making men 
bishops and archbishops. Nowadays, 


the chief commendation is sound 
business sense. His Grace, F.S.A.A.” 
(Fellow of the Society of Incorpora- 
ted Accountants and Auditors.) Such 
a statement may be justified in re- 
gard to England, but is it equally 
applicable to Australia? It might be 
interesting if we could ascertain, 
without, however, raising their hopes 
of promotion, how many of our own 
clergy are members of the Australian 
Society of Accountants. It might 
even be that the profession is a 
relatively untapped source of supply 
of additional members. 





RECONSIDERATION OF PERSPECTIVE 
IN PROFESSIONAL ACCOUNTING 


By Dr. WILLIAM L. CAMPFIELD, C.P.a. 


In recent years, professional ac- 
countants have been faced with a 
revolution in accounting, auditing, 
and other management control and 
reporting instruments. There is a 
widely held belief that professional 
accountants must enlarge the hori- 
zons of their thinking if they are to 
fully assume professional stature 
under changing business circum- 
stances. This paper re-examines ac- 


counting perspective in a way to fur- 
nish a useful pattern for inter-relat- 
ing the theory and practice under- 
lying the profession of accounting. 


Increasing Demands on the 
Profession 


Business managements are re- 
questing increasing information as 
an aid for steering the ship of indus- 
trial production safely through the 
shoals of uncertainty. With com- 
petition at fever pitch, the margin 
of error permitted management is 
considerably smaller than was the 
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case several decades ago. In these 
circumstances managements are re- 
questing current facts in order that 
they can correct deviations from 
charted courses before “industrial 
ships” have veered too far off course, 
Specifically, they are requesting more 
budgetary control data and records 
for use as previews or pre-audits of 
their decisions. 


On the other side of the enter- 
prise picture, labour representatives 
have become increasingly interested 
in the financial affairs of enterprise. 
Organised labour contends that in- 
sufficient financial data are made 
available to enable its representa- 
tives to measure even with approxi- 
mate accuracy the effects of collec- 
tive bargaining. This interest of 
labour in financial affairs is mani- 
festly in accord with its pronounced 
attitude that “ability to pay” should 
be one of the principal considerations 
in collective bargaining. 


Another pressing demand upon the 
public accounting profession has 
been exerted by economists and 
others to the effect that accounting 
conventions be reconsidered in 4 
manner to permit the reporting of 
business income according to the 
special purpose needs of various 
groups of society. Some hold, for 
example, that current accounting 
procedures relating to inventory prit- 
ing and depreciation computations 
distort profits and losses. Other 
critics question whether in a dynamic 
economy there is any well defined 
concept of business income. This 
latter group would recognise in el 
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terprise financial reporting several 
different methods of determining in- 
come, each serving the purpose for 
which the particular concept is to be 
used. With respect to these atti- 
tudes, public accountants are faced 
with the serious question of whether 
the determination of business income 
is to be regarded as an accounting 
task or whether accounting is to be 
limited to the classification of money 
facts and the interpretative aspects 
are to be performed through other 
techniques and disciplines. 


The foregoing represent but par- 
tial, though significant, external de- 
mands upon the relatively young pro- 
fession of accounting. That the 
problem of how best to resolve these 
increasing demands is a vital one is 
evidenced by the plethora of litera- 
ture, both technical and general, is- 
sued in recent years. The issue is» 
joined: How can the public accoun- 
tant maintain sound perspective and 
thus prevent his professional opin- 
ions from being subverted into ex- 
pression of economic sophistry as 
dictated by divergent vested inter- 
ests in society? The following para- 
graphs offer some guidelines regard- 
ing the answer to this and related 
questions. 


Capsule Analysis of Accounting 
Purpose 


Accounting methodology serves a 
purpose similar to that of a com- 
pass on a ship; namely, it enables the 
management hierarchy of an enter- 
prise and other interested parties to 
determine the direction in which the 
enterprise is headed. This trend of 
enterprise is the most important fact 
in the existence of a going concern 
and assumes far greater stature than 
the absolute financial position at a 
given point of time or the results of 
operations for a single limited period 
of time. 


The accounting method deals with 
all economic facts susceptible to 
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quantitative expression. Its tech- 
nique is an application of the quanti- 
tative method of scientific analysis. 
In fulfilling its service function to 
economic enterprise, accounting fol- 
lows these stages of the scientific 
method: 


1. collection of data (regarding 
money transactions) 


2. classification of these data 
3. summarization of the data 


4. interpretation and reporting of 

the data 

5. verification of both the basic 

interpretations and the report- 
ing. 

It may be stated that the major 
objectives to be achieved by account- 
ing methodology are but two; 
namely, (1) furnishing dependable 
and relevant financial information as 
an aid in the management of an en- 
terprise’s operations; (2) determin- 
ing the efficiency and accountability 
of such management. There are, to 
be sure, many minor objectives but 
the latter are merely auxiliary to 
the two major ones. 


It is well to note that accounting 
measurement and analysis carries no 
connotation of present value. From 
the inception of an economic enter- 
prise and thereafter throughout its 
operating life, funds and properties 
flow into the enterprise from own- 
ers, creditors, customers or other 
sources all stated in the dollar 
amounts expressly or impliedly set 
forth in the transaction contract. 
Since an essential requirement of 
management is to have adequate in- 
formation at all times on the status 
of investment outlays, the account- 
ing records of transactions must be 
expressed in the same dollar terms 
and measures if they are to possess 
factual dependability. 


All users of the results of the ac- 
counting method should constantly 
remind themselves that the frame- 
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work of accounting measurement and 
interpretation is built around a foun- 
dation of accounting convention, 
rules, and principles. These embrace 
ideas conjoining accounting theory 
with accounting practice. The ac- 
counting superstructure has been 
predetermined by these conventions, 
rules and principles. In this respect, 
over time, society as a whole has 
given its tacit endorsement to this 
framework just as it has to the 
broad superstructure of other pro- 
fessional disciplines within which 
society as a whole functions. Hence, 
all interpretations of accounting data 
must be viewed in this frame of re- 
ference. 


A Role for the Professional Accoun- 
tant Compatible with His Science 


In modern industrial society, ac- 
counting technology has been re- 
cruited in a large sense as a device 
for measuring the flow of money 
transactions. Perhaps it is not too 
far wrong to surmise that the in- 
ordinate focus on mere measurement 
and expression of our industrial ac- 
tivity in “numbers” has been respon- 
sible for the rather limited sense in 
which many people view the useful- 
ness of accounting service. Too 
often, accountants themselves adopt 
a myopic view with regard to the 
broad opportunities available to 
them to use the “numbers measure- 
ment” phase of accounting science as 
but a facet of a multi-dimensional 
service to society in the expression 
and evaluation of economic relation- 
ships. 


There are many fruitful areas for 
extended service by professional ac- 
countants to the immediate manage- 


ments of enterprise. Some of these, 
such as preparing data and advising 
regarding flexible budgets, forecast- 
ing capital requirements, devising 
more effective methods for control- 
ling costs, developing pricing policies 
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based upon scientifically derived de 
mand schedules, independent review 
of an enterprise’s personnel rela- 
tions, and the like are all areas in 
which the fact finding accounting 
method can be readily adapted. The 
professional accountant’s operations 
in these and comparable areas might 
adequately serve management as an 
ex-ante control of forecasted plans. 


Although the professional accoun- 
tant’s greatest service to society 
can be achieved through expand- 
ing his service to individual econo- 
mic enterprises there is an addi- 
tional reservoir of knowledge and 
ability on his part which can be put 
to useful counsel on more general 
problems of society. As indicated 
earlier in this article there is an ap- 
palling lack of positive thinking with 
respect to the rationale of the pri- 
‘vate enterprise system. Hence, fore- 
most among these new frontiers for 
exploitation by public accountants is 
adequate explanation of the basic 
elements and workings of the indi- 
vidual initiative or enterprise sys- 
tem. The concepts and procedures 
of modern accounting have been built 
up primarily in terms of the charac- 
teristics and problems of economic 
undertakings, especially those operat- 
ing under the corporate form of en- 
terprise. 


The professional accountant has 
worked continuously in the environ 
of vital data that can be used to bet- 
ter explain the individual enterprise 
system. The record of increased 
worker productivity, increased in- 
vestment in capital plant per worker, 
the decrease in price of durable 
goods of all types over the past cel- 
tury are but few though important 
indicators of economic and societal 
progress. The fairness and reasol- 
ableness of these data can be easily 
appraised by the professional at 
countant since most of his services 
and experiences have been concerned 
with these types of data. 
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The above listings are but a por- 
tion of the potential areas to which 
the talents of the professional ac- 
countant can be logically extended. 
With the multitude of problems as 
well as opportunities facing him, the 
professional accountant might well 
ask: What is a tenable role for the 
truly professional man? 


Perhaps as an over-simplified gen- 
eralisation, it may be concluded that 
the professional accountant’s role 
and his opportunity in the national 
economy is that of serving as a guide 
by the proper display, analysis, and 
interpretation of all data that are 
rooted in economic fact-figures. In 
this regard there is an opportunity 
to serve owners, Management, em- 
ployees, consumers, administrative 
government, and the public at large 
equitably without fear or favour. The 
total picture, therefore, can be 
viewed as a balancing of responsi- 
bilities to and the equal protection of 
all groups in society with an interest 
in the operations of individual enter- 
prises. 


A Re-Statement of Perspective 


The accounting profession has been 
frequently criticised for its appar- 
ent unwillingness or inability to re- 
flect in published financial state- 
Ment a greater degree of “value” 
measurement. Professional accoun- 
tants have rejoined that it is the task 
of accounting methodology to make 
possible a reasoned and informed 
comparison of efforts expended in 
enterprise operations and the re- 
wards received as a result of that ex- 
Penditure. In a sense, accounting 
techniques are aimed toward achiev- 
ing worthwhile results in the control 
of bargained costs and the attendant 
Incentive or reward planning. These 
it is submitted lie at the very heart 
of an individual enterprise economy. 
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The profession of public account- 
ing after a very extraordinary de- 
velopment during the past half cen- 
tury may be said to have reached 
crossroads faced with the alterna- 
tive of two main courses of future 
action. On the one hand, members 
of the profession may join forces, 
both internal and external to the 
profession, who clamour for more 
rules and more and greater uni- 
formity in the accumulation, presen- 
tation, and use of financial data per- 
taining to operations of economic 
enterprises. These forces would fol- 
low the Machiavellian policy of prag- 
matic expediency and_ generally 
would view the role of the profes- 
sional accountant as one of sophis- 
ticated expression of business and 
economic relationships according to 
the whims and dictates of vested in- 
terests in society. 


Following the other main course of 
future action, the members of the pub- 
lic accounting profession can use the 
vision which characterises sound and 
forward thinking and throw the 
weight of their opinions behind the 
support of that type of professional 
work in which carefully derived 
judgment and imaginative, construc- 
tive leadership is applied in the 
evaluation and communication of fac- 
tual economic data. 


For the most part, the leaders and 
spokesmen for the accounting pro- 
fession have chosen the second path- 
way leading from the crossroads. In 
recent months they have reaffirmed 
their faith in the exciting promise of 
accounting as a means for achieving 
a fuller life for all members of 
society. This suggests that profes- 
sional accountants are now prepar- 
ing, more so than heretofore, through 
improved technology and broader 
gauged thinking, to assume the 
leadership in economic statesman- 
ship to which their science entitles 
them. 
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CASH CONTROL UNDER A 
BRANCH ACCOUNTING SYSTEM 


A. G. BARTON, F.A.S.A., F.C.A.A., F.C.LS. 
Assistant Chief Accountant, Trans-Australia Airlines. 


NE of the most important 

aspects of control under a branch 
accounting system is the manner in 
which the accumulation and transfer 
of cash funds is handled. In organis- 
ing the head office branch functions 
relating to cash funds, consideration 
should be given to implementing a 
policy, and an accounting system, 
that will aid in achieving the maxi- 
mum use of these funds, that is, that 
cash is not allowed to accumulate at 
branch offices beyond their normal 
day to day requirements and that 
transfers are made to head office at 
regular intervals. 


From an accounting point of view, 
branch offices may be set up broadly 
on the basis of: 


(a) Complete accounting entities re- 
cording assets, liabilities, reve- 
nue and expenses. 

(b) Receiving revenue and paying 
expenses only, and maintenance 
of the necessary records in con- 
nection with these operations. 

(c) Simple recording units making- 
up returns for head office which 
receives all revenue and pays all 
expenses. 


A branch, set up as a simple re- 
cording unit with head office receiv- 
ing all revenue direct and paying all 
expenses, gives no problem of cash 
control and this article is therefore 
concerned with the situation created 
by a branch which receives money 
and pays expenses. 


Receipts. 


Two alternative arrangements pre- 
sent themselves; (a) branch offices 
to deposit on a remitting warrant for 
transfer credit to the head office bank 
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account; or (b) deposit to the credit 
of a branch bank account opened to 
accumulate funds. The use of one or 
other of these alternatives is in- 
fluenced by the manner in which the 
branch accounting has been set up. 
If, for example, the branch is a com- 
plete accounting entity and maintains 
an accounts receivable ledger then 
the arrangement outlined in (b) 


would be preferable, as it would sim- 
plify work in the posting and subse 
quent balancing of contro] accounts. 
On the other hand if the branch does 
not maintain an accounts receivable 
ledger then the arrangement (a) 
would probably be the most suitable. 


The cash records to be maintained 
at the branch office under either 
arrangement would be very similar. 
If deposits are made on a remitting 
warrant sufficient detail would have 
to be supplied to head office on the 
make-up of the deposit. The advice 
of deposit would therefore have to be 
accompanied by cash analysis sheets 
supported by posting copies of re 
ceipts covering account payments, 
cash sales analyses, and so on. Where 
separate bank accounts are mail- 
tained a cash book with supporting 
documents is necessary. 


In developing a plan for separate 
branch bank accounts consideration 
should be given to the advantages of 
a deposit account only, that is, bank 
authority, for the withdrawal of cash 
by cheque being vested in head office 
officers, or the automatic transfer of 
cash (balance of the account) to the 
head office bank account at the ex 
piration of a specified time, for ex 
ample, at the end of each week. A 
separate deposit account facilitates 
the computation of cash available and 


The Australian Accountant, March, 1958. 





ee ee, as A 


owe @® =! «& 


co 


The 


the transfer of cash and gives maxi- 
mum control over funds. 


Figure 1. depicts the various re- 
cords maintained and entries to be 
made in the head office and branch 
books upon the receipt, deposit and 
transfer of cash between the bank 
accounts under an accounting system 
whereby the branch keeps an ac- 
counts receivable ledger and has a 
separate bank account for deposits 
only. The dotted lines indicate entries 
to subsidiary records and link the 
entries to the head office and branch 
control accounts. 


The advantages and disadvantages 
of a transfer by cheque or by auto- 
matic balance transfer are somewhat 
equal. The extra work in drawing 
cheques at head office produces a 
more positive and more prompt book 
entry than obtained under automatic 
transfer when reference would have 


to be made to a bank statement entry, 
so that perhaps considerations other 
than accounting requirements would 
decide the arrangements to be made 
in the transferring of cash from the 
branch to the head office bank ac- 
count. The accounting entries would 
be the same under either arrange- 
ment. 


Payments. 


If a separate bank account is kept 
for deposits then obviously a separate 
bank account will have to be kept for 
disbursements. The advantages are 
that the branch disbursements can 
be kept on an imprest system and 
re-imbursements subjected to a more 
strict head office scrutiny of expendi- 
ture than would normally be the case 
if the branch office deposited and 
withdrew from the one bank account. 


In setting up and operating a dis- 
bursements bank account an imprest 
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advance could be made sufficient to 
cover normal branch payments for a 
specified period, and the time taken 
to re-imburse the account, or the 
account could be operated on an over- 
draft limit. Whilst bank interest 
would be incurred on a disbursements 
account operated by overdraft, cash 
requirements would be reduced and 
an overdraft arrangement may be 
worth while—particularly if the bank 
will allow offset of credits in other 
accounts, for example, if a deposit 
account is also maintained. 


Reimbursement to the branch bank 
account could be made by cheque 
posted to the branch for deposit into 
their disbursement account or by 
telegraphic transfer, through bank- 
ing channe's, depending upon the 
urgency of the reimbursement. Head 
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office and branch records and the 
several entries made to the respect- 
ive control accounts are depicted in 
figure 2. 


The practical effect of the banking 
arrangements and accounting system 
outlined in this article is to facilitate 
the complete transfer, at regular in- 
tervals, to the head office bank ac- 
count of all cash takings at branch 
offices and to reimburse from head 
office the actual disbursements made 
by branch offices and so ensure that 
idle funds are not allowed to accumu- 
late in the branch bank accounts. The 
objective is to invest funds, not 
immediately required in the business, 
on fixed deposit or in short term 
securities, or to keep bank interest 
to a minimum if working on over- 
draft. 
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FINANCIAL ASPECTS OF 
SUPPLY 


The following article is based on a paper delivered to the 
Adelaide Division of the Australian Institute of Manage- 
ment on July 9, 1957, by Mr. R. F. Pascoe, A.U.A. (Com.), 
A.A.S.A., F.C.A.A., A.C.1.S., F.A.1.M. He is treasurer of 
Kelvinator Australia Limited, and was formerly assistant 


treasurer of Chrysler Australia Limited. 


He is also 


lecturer in Cost Accounting at the University of Adelaide. 


N many companies the material 

content of the products manufac- 
tured represents a substantial propor- 
tion of the total cost of those pro- 
ducts, and there are many financial 
risks associated with the purchase, 
storage and issue of these materials. 
Emphasis is sometimes placed on the 
need to safeguard the cash assets of 
the business without giving the same 
attention to the raw materials and 
parts handled, although, in fact, these 
represent a greater value than does 
the liquid cash of the organisation. 


The supply function, and the finan- 
cial function, have a joint responsi- 
bility to develop effective and efficient 
methods of control, in order to pro- 
vide as much protection as possible 
against the financial risks inherent 
in the buying and use of materials. 


In considering the price of mate- 
rials or parts being purchased it is 
important to look beyond the narrow 
accounting view of the “into store 
cost” of the items purchased. Quality 
is important, because inferior quality 
can cost more in the long run than 
the difference in price, and service is 
also an important consideration. 
Parts purchased from a company cap- 
able of consistently delivering mate- 
rials daily as those materials are re- 
quired are often, from an overall 
point of view, cheaper than the same 
parts would be if they were pur- 
chased from a supplier who not only 
falls down on delivery promises, but 
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is incapable of giving the daily de- 
liveries required. Other avenues 
where losses may be incurred include: 


1. The cost of not having the mate- 
rial when it is required. This can 
result in substantial losses 
through the need for emergency 
action, such as the use of air- 
freight, and the substitution of 
a more expensive material; addi- 
tional manufacturing operations 
may be necessary with their con- 
sequential increased cost and the 
material shortage may cause 
labour and machines to be idle. 


It is costly to carry excess stocks 
of materials in the stores of a 
company. Not only is it necessary 
to finance the space and facilities 
needed to hold these stocks, but 
they represent idle capital on 
which interest is being paid, or 
which could be utilised to better 
advantage in other directions. 


Obsolescence is an insidious cause 
of financial losses associated with 
the supply function. Material 
purchased for a specific purpose 
often loses its value if not used 
for that purpose. 


Where properly planned storage 
and handling methods are 
neglected, damage and physical 
deterioration of stocks held cause 
financial loss. Pilfering, loss of 
stock, misplacement or misuse of 
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material are other causes of loss 
which can have a_ substantial 
financial effect. 


. Failure to check materials re 
ceived for quantity and quality 
and to ensure that payment is 
made for only goods received. 


The foregoing loss potentials (not 
necessarily “all embracing”) high- 
light the major financial risks asso- 
ciated with the supply function. The 
adoption of the following principles 
aims at preventing these loss poten- 
tials. 


Buying at the best price requires a 
sound knowledge of market trends 
and values. To this end the following 
avenues of co-operation between the 
financial departments and the supply 
department are worthy of mention. 


1. (a) A knowledge of the amounts 
included in the cost estimate 
used in establishing the selling 
price of the product to be manu- 
factured gives an overall maxi- 
mum which cannot be exceeded 
if budgeted profit is to be 
achieved. 


(b) Detailed cost estimates can 
be prepared from an engineering 
breakdown of parts to be pur- 
chased, as a comparison with 
quotations to establish whether 
quotations are reasonable. 


(c) Where substantial increases 
or decreases in volume are made, 
the financial department can give 
some indication of the likely 
variation in cost because of the 
effect on the unit fixed cost con- 
tent of the price quoted. 


. The use of standard prices and 
the isolation of any price varia- 
tions from these standards at 
the time the purchase is made, 
gives a basis for a prompt warn- 
ing of fluctuations in cost, and 
a means of overall measurement 
of efforts to maintain stable 
prices. 


Orders placed should include a clear 
statement of the conditions applic- 
able, such as terms of payment, basis 
of delivery, quality specification, price 
and any special discounts. 


A detailed knowledge of the facili- 
ties and abilities of vendors is an im- 
portant prerequisite to effective buy- 
ing. 

An efficient supply department in 
a manufacturing company is there to 
satisfy the needs of that company 
for materials to be used in its manu- 
facturing operations; it is not estab- 
lished to make profits from fluctua- 
tions in the market prices of the 
materials purchased. Of course mar- 
ket trends should be watched, and 
where a price increase appears un- 
avoidable; action should be taken 
to cushion the effect of the price 
change, As a general rule however, 
it is more important to buy materials 
on a methodical and regular basis 
than it is to buy large quantities of 
material for which the company has 
no immediate use, simply because it 
is anticipated that the price of that 
material will rise. 


In an efficient supply operation pur- 
chases are limited to known require- 
ments in accordance with a definite 
and co-ordinated plan. This golden 
rule is wide in its implications and 
application. It requires a great deal 
of co-ordinated action by many sec- 
tions for complete success. 


In the first place it is necessary to 
know what is the production planned, 
and to be sure that the actual pro- 
duction will comply strictly with that 
plan. It is obviously futile for the 
supply department to be providing 
material on the basis of a production 
schedule if the production depart- 
ments make changes to the schedule 
to suit their own particular needs. 
This sounds relatively simple, but it 
is in fact one of the most difficult 
things to establish and maintain 
without close co-operation. 
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The production schedule depends in 
the first place on a knowledge of 
when and what will be sold, not only 
in terms of the type of products, but 
in what quantities they will be sold. 
It is not easy to foresee the future 
and arrive at a sales plan which will 
be achieved with mathematical exact- 
itude. Some flexibility must be al- 
lowed for possible variations caused 
by factors not evident at the time 


the plan was made. In the case of — 


increased sales requirements this can 
to some extent be covered by a stock 
of finished products, but this is lim- 
ited by the need to keep inventories 
of finished products at a minimum. 


Proper market research, knowledge 
of the market, and the systematic 
watching of factors which can indi- 
cate changes in market trends, can 
be used by an efficient management 
to minimise alterations in the pro- 
duction schedule resulting from 
changes in the sales achieved. We 
all realise that it will be necessary on 
occasions to make changes, but from 
the supply point of view, the essen- 
tial thing is to make these changes 
sufficiently far ahead to ensure the 
supplies essential to keep the factory 
working, yet minimise obsolescence 
of materials already held. 


Secondly, it is necessary to estab- 
lish the material requirements for 
the goods scheduled for production. 
This requires an engineering dissec- 
tion of each product to establish the 
specification, quality and quantity of 
materia!s required, in such a way as 
to enable the total material require- 
ments for any production schedule to 
be calculated. Allowance must be 
made for potential wastage and ex- 
cess usage. 


A production schedule that can be 
relied on as the bible of manufactur- 
ing action, and a bill of material that 
is in fact an accurate list of the mate- 
rials used in each product, are the 
two first essentials for an effective 
system of material control. Before 
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these factors can be translated into 
action to ensure that materials 
needed will be available when and 
where they are needed, and at the 
same time keep inventories to a mini- 
mum, it is necessary to establish a 
routine for the use of this informa- 
tion. It is emphasised that the pro- 
cedure established must be capable of 
being followed systematically on a 
regular basis in a routine manner. 


What quantities should be ordered? 


The common answer to this ques- 
tion is based on an economic quantity, 
but it is suggested that a more logical 
approach is to consider an economic 
period of time, the requirements for 
which are to be covered by each 
order. This period can vary, but in 
establishing it consideration must be 
given to: The needs of the suppliers, 
in order to permit them to operate 
efficiently, and thereby quote a 
good price; The volume of internal 
work created by the frequency of 
orders; The need to minimise the 
commitment of the company placing 
the order. 


In practice it has been found that 
there is seldom any necessity to go 
beyond placing orders for three 
months’ requirements. 


When will the order be placed? 


What lead in time is required for 
the material or parts to be processed 
through the suppliers’ factory and 
their delivery to the point where they 
will be used? 


When is the material to be used? Is 
it to be used within days or weeks 
of the final completion of the product 
for which it is required, or is it to 
be used in a fabrication operation 
which may be carried out one month, 
two months or more before the final 
assembly of the product for which 
it is required? 
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What stock should be held as a 
safety precaution against production 
hold-ups? Here again it is suggested 
that a logical approach is to use a 
time cycle related to the production 
schedule to cover these factors, 
rather than to try and establish speci- 
fic quantities which to be effective 
must vary as production varies. 


Quantities and Deliveries 


In what quantities will the material 
be delivered by the vendors, and how 
far ahead of the time when it is to 
be used? These questions also re- 
quire consideration of two points, i.e.: 


The ability of the vendor to give 
service. Can he be relied upon to de- 
liver daily quantities as required? 


How is the material to be used in 
the factory (is it required to satisfy 
a batch production approach, and 
therefore needed at the one time, or 
is it used on a regular basis 
throughout the whole of the month) ? 


In practice it has been found, under 
Australian conditions, that the 
majority of items are most economic- 
ally called up for delivery in quan- 
tities equivalent to one month’s re- 
quirements at a time. It is suggested 
that as far as possible, orders should 
be placed on the condition that no de- 
livery is to be made against that 
order until a specific delivery instruc- 
tion is given. 


In establishing the size of the re- 
serve stock to be held, it is suggested 
that the emphasis should be on the 
period of scheduled production cov- 
ered by the stock held rather than 
the actual value of the stock. It is 
felt that it is much more significant 
to say to management “We are hold- 
ing sufficient stocks of sheet steel to 
cover our requirements on the aver- 
age for a period of ‘X’ months”, 
rather than to say “We are holding 
stocks of sheet steel valued at £Y”. 
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By using periods of time to estab- 
lish the factors mentioned above, it 
is possible to place orders on a routine 
basis to cover scheduled production 
for a stipulated period, the orders to 
be placed in each case a specified 
period ahead of the production for 
which the material is to be issued. 
Perhaps this is better illustrated by 
a specific set of circumstances. Let us 
assume that: 


It is desired to place orders quar- 
terly on the basis of covering re- 
quirements for three months’ pro- 
duction. 

The material is to be used in the 
final assembly operations of the 
products concerned. 

It is desirable to hold a reserve 
stock of one month’s production 
requirements. 

One month’s notice is given of de- 
liveries to be made against orders 
placed. 


An order placed at the end of Janu- 
ary should cover the requirements for 
production scheduled during April, 
May and June, because during April 
(at the end of which the next order 
will be placed), the following action 
will be taken: Material will be used 
covering requirements to the end of 
the April schedule; Material will be 
delivered to cover requirements to 
the end of the May schedule; Instruc- 
tions will be issued to cover require- 
ments to the end of the June schedule. 


It is realised that the above pro- 
cedure is most readily applicable to 
industries manufacturing on a repe- 
titive mass production basis, but it 
is suggested that the principles be- 
hind the approach suggested have 
some application in jobbing shops, 
and that too much emphasis can be 
placed on the material control based 
on maximum and minimum stocks. 
For effective control it is better to 
regulate stocks, ordering and call-up 
of requirements to cover a specific 
production schedule on the basis of 
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orderly and methodical time cycles, 
than to rely on the weak reed of 
maximum and minimum stocks. 


In practice, material requirements 


‘are seldom constant throughout the 


year. Products come and products go. 
Quantities of various goods manu- 
factured vary from period to period, 
and the material required for each 
product is changed as the engineering 
department develops and establishes 
better methods or improved mate- 
rials. 


In some cases it may not be prac- 
ticable to operate on any basis other 
than maximum and minimum stocks, 
but when this is done the limits estab- 
lished need to be closely observed. 
Even in the case of indirect materials, 
control can be linked to the following 
aspects: The known usage; The 
planned volume of production; and 
the systematic time basis of ordering 
and issue call-up of material. 


Another problem is created by 
changes made by the engineering de- 
partment in materials specified for a 
product. Such changes can cause 
obsolescence of material through the 
non-utilisation of stocks, and a mate- 
rial shortage if insufficient time is 
allowed to obtain the new part or 
material specified. The following 
steps could be taken to minimise this 
problem. 


No change should be made by the 
engineering department until the 
effect of that change on the supply 
function is established, that is to say, 
the possibility and potential cost of 
obsolescence and the time required 
to purchase the new part. 


Effective points for changes should 
be related in general to quantities of 
products produced, rather than to a 
Period of time. One approach that 
can assist in this direction is the 
establishment of effective points on 
each approved engineering change by 
& group representing the engineering, 
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supply, and production control de- 
partments. 


The systematic check of materials 
as they are received to ensure that 
they are satisfactory from a quality 
point of view and that the quantity 
paid for was actually received, is 
greatly facilitated if it is possible to 
channel the receipt of material 
through the one receiving point. Care 
should be taken to avoid the haphaz- 
ard handling of incoming materials. It 
must be a firmly enforced rule that 
all materials ordered are delivered 
in the first place to specific points, 
so that they may be properly checked 
and accounted for, and an advice 
given to the accounting department 
to provide the necessary link between 
the actual delivery of the materials 
covered by the purchase order and 
the requisite payment. This does not 
mean that everything received should 
be checked for quality and quantity 
on a 100 per cent. basis, as this is a 
costly procedure. The use of statis- 
tical sampling is being more widely 
accepted in this field, and there would 
appear to be scope for the further 
expansion of its use. One problem 
sometimes faced in practice is the 
slowness with which receiving re- 
ports are dealt. It is essential that 
all goods received be handled in an 
expeditious manner, so that stock 
records are kept current and the 
necessary information is available in 
time to take the maximum discounts 
offered for prompt payments. 


It is important that prompt action 
be taken where parts are rejected as 
being unsatisfactory or not in accord- 
ance with specification. This may 
take the form of returning the un- 
satisfactory parts to the supplier, 
and ensuring that a credit is 
received for these returns, or recti- 
fying the faulty parts and charging 
the cost of such work to the supplier 
at fault. Whatever is done, it must 
be remembered that faults not found 
at the time material is received, and 
their cost not recovered from the sup- 
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plier, represent losses that ultimately 
will have to be borne by the pur- 
chaser. 


The facilities made available for 
storing and safeguarding materials 
should be carefully planned and used. 
As in many other fields standardisa- 
tion is a desirable aim in providing 
facilities, and a good store should 
“have a place for everything and 
everything in its place’’. 


A firm rule should be enforced that 
no material should be issued unless 
it is covered by the appropriate docu- 
ment showing the account to which 
the material is to be charged. Men- 
tion was made earlier of the use of 
a production schedule and the bill of 
material for ordering and calling-up 
of material required, and where pos- 
sible it is extremely desirable to go 
a stage further and authorise the 
issue of this material from the same 
basic information. 


The authority covering the issue of 
material for standard production can 
be calculated in advance in a central 
location, and sent as an instruction 
to the stores that the issue is to be 
made. Instructions should specify 
the department to which the material 
is to be issued, for what used and 
when to be issued. Quantities are 
calculated by multiplying the bill of 
material quantity by the production 
scheduled for the period being cov- 
ered. This practice ensures that 
material purchased for a specific pro- 
duct is issued for use on that product, 
and care should be taken to ensure 
that the actual use is in accordance 
with this plan. 


Co-operation is necessary from the 
production departments to ensure 
prompt notification of any variation 
from that use. Excess usage beyond 
the standard allowance must be 
promptly requisitioned, and surplus 
material not used must be promptly 
returned to store. The effectiveness 
of the supply department in provid- 
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ing material when it is required can 
be impaired by lack of co-operation 
in advising variations from standard 
or specified usage. It is possible to 
minimise the detailed work involved 
in preparing material issue orders 
of the type referred to by keeping 
masters for each material issue order 
(or bill of material subdivided into 
points of issue), and duplicating them 
when an issue of material is to be 
authorised. 


The calculation of the actual quan- 
tities of materials to be issued can be 
made from a breakdown of the pro- 
duction schedule, prepared to give the 
quantity of each product to be manu- 
factured by each department during 
the period to be covered by the mate- 
rial issue order. One copy only of the 
material issue order need be prepared 
and this is the store instruction. 
Accounting action can be taken by 
using the same production schedules 
and calculating the financial effect 
of the material issue orders issued, 
and then incorporating the result in 
the financial accounts. 


Obsolescence is one of the most 
insidious dangers which the supply 
department has to face, and it is 
essential that regular and systematic 
reviews be made to determine any 
obsolescence that may have occurred. 
One approach is to review regularly 
stocks held to establish those on 
which there has been no movement 
for some time. However, if the key 
to the system followed is the prin- 
ciple of buying known requirements 
to a specified programme, it is pos- 
sible to isolate obsolete stock much 
earlier than this. Immediately a 
change in the production schedule or 
in the bill of material is received, it 
should be a standard practice for the 
material control department to note 
any item that has been made obsolete 
by the change. 


Under «these circumstances stock 
should be salvaged as it becomes 
obsolete, and a _ separate section 
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should be created for it. This practice 
highlights just what is being made 
obsolete, and at the same time per- 
mits specific attention being given 
to the recovery of as much as possible 
from the sale or alternative use of 
this obsolete material. Regular re- 
ports should be made of items sal- 
vaged and the progress made in the 
disposal. This enables the cost of 
obsolescence to be known throughout 
the year. By this means there is less 
possibility of converting what has 
been thought to be a satisfactory 
profit to a lower profit or even an 
overall loss by discovering a big loss 
of stock at the end of the financial 
year. 


The financial departments of an 
organisation can and should be of 
great assistance to the supply depart- 
ment in providing current informa- 
tion as a guide to progress in efforts 
to control the costs associated with 
the buying and use of material. Co- 
operation between these two depart- 
ments is essential, and the accountant 
should realise that he has a respon- 
sibility to provide a service to supply 
management that will assist it in 
more efficiently coping with its task. 
Similarly, the supply department 
executives should recognise that such 
a service is a valuable aid to them in 


their constant drive to improve the 
efficiency of their department and re- 
duce overall costs. 


Assistance can be given in negoti- 
ating prices by cost estimates, advice 
of what amount has been allowed in 
the selling price structure for the 
part being purchased, and special 
cost studies such as the probable 
effect of changes in volume on unit 
cost of production. Similar informa- 
tion is of use in considering the desir- 
ability of manufacturing a part in- 
stead of purchasing it, and it is sug- 
gested in these cases that the direct 
cost of the part, rather than its full 
cost including a share of fixed costs, 
8 more often than not the manufac- 
tured cost that should be considered. 
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A system of standard costs can 
give valuable information on the day 
by day decisions to be made. These 
include such factors as the cost of 
substitution of non-standard mate- 
rials, the cost of time lost because of 
non-availability of material, the cost 
of bad buying by paying higher 
prices than have been established, 
the cost of off-cuts and short ends not 
used in production, the cost of mate- 
rial or parts supplied at variance 
from quality standards (the cost of 
which has not been recovered from 
the vendor at fault). 


It is important that the system fol- 
lowed should make provision for the 
systematic advice of these variations 
from standard as they are incurred, 
so that corrective action can be taken. 


Budgets should be prepared which 
cover the total financial requirements 
of the organisation as a whole, to 
ensure that adequate finance will be 
available, and obviously this should 
cover the money needed to finance 
stocks of materials. Co-operation be- 
tween the finance and the supply 
departments is essential at the time 
this budget is being prepared in order 
to take care of any abnormal circum- 
stances that it is anticipated will 
arise. If the approach to material 
control is made along the lines of 
linking purchasing, call-up, stock- 
holding and issue of material to a 
time cycle related to the production 
schedule, the budgeting of stocks to 
be held is not a very difficult task, 
because it is relatively simple to cal- 
culate the material quantities re- 
quired to achieve a stipulated produc- 
tion schedule and to calculate the 
value of stocks that should be held 
to satisfy this schedule if they are 
kept within the standard time cycles 
established. 


A refinement which assists in this 
direction is the breakdown in the 
accounting records of stocks held in 
accordance with the nature of those 
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stocks. A classification of this type 
brings together stocks of similar 
materials held in a variety of differ- 
ent locations, and it is therefore pos- 
sible to establish different time stan- 
dards for each group of material held. 


It is futile to establish budgets and 
then forget them. They should be 
used as a measuring stick with which 
to compare actual performance. In 
this connection a practical approach 
which will assist supply executives 
to make this comparison, is to pre- 
pare a monthly comparative state- 
ment that shows the stocks held in 
each material group referred to above 
and compares the number of months, 
weeks or days production schedule 
covered by such stocks with the stan- 
dard set for each group. It is reason- 
able to assume that if this relation- 
ship is kept within bounds, the 


financial position will automatically 
keep within the limits allowed. By 
breaking down the comparison to 
material groups it is possible to iso- 
late just what material has caused 


the trouble should excess stocks be 
built up. 


Another use of the budget is to 
plan the availability of finance to 
cover projected capital expenditure. 
This information is of use in con- 
sidering when progress payments on 
large jobs of this nature can be satis- 
factorily financed. 


Where an internal audit function is 
incorporated in the financial function, 
it can be of great assistance to supply 
management in checking the effici- 
ency of the routine, which, of neces- 
sity, must be detailed and volumin- 
ous, behind the system of material 
control. 


It is essential that steps be taken 
to verify the fact that physical stocks 
do in fact agree with the theoretical 
position. A continuous check of quan- 
tities can assist in this direction, but 
it is essential that periodical overall 
reconciliations be made between the 
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financial control accounts and the 
physical position. Some organisations 
working on a system of standard 
costs do not separate in their financial 
records material that is in store from 
that which has been issued for use 
in production, but rather maintain 
an overall control account covering 
both material in store and in process, 
The benefit claimed for this is the 
fact that it is not necessary to make 
financial calculations for each issue 
of material that is in line with stan- 
dard usage. However, by using the 
approach mentioned earlier it is pos- 
sible to minimise this calculation and 
obtain the benefit of financial records 
which separate stock held in stores 
and that in process. It is considered 
that this added work is warranted 
by the benefits resulting from this 
division in the accounting records. 


Mention has been made earlier of 
the fact that control can be helped by 
comparing coverage oi material held 
in stores with standard coverage, and 
this is facilitated by the division be- 
tween store accounts and work in 
process. A complete stocktaking of 
both stores and work in process in 
a large organisation is a difficult and 
onerous task and often it can be 
inaccurate because of its complexity. 
Another more tangible benefit lies in 
the fact that it is not necessary to 
make these complete stocktakings in 
order to verify the accounting 
accuracy of the stock control ac- 
counts. It is possible to keep account- 
ing records in such a way that work 
in process can be verified without the 
necessity for a physical stocktaking, 
and the financial store records can 
be divided into a number of separate 
accounts, one for each store location 
and stocktakings in the stores can 
be spread throughout the year on 4 
systematic basis. By so sub-dividing 
stores it is possible to verify the 
accounting accuracy of overall trans- 
actions passing through that store, 
as well as to make the regular sys 
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tematic checks on individual items of 
material. 


One of the principles that is im- 
portant in effective storekeeping is 
that of accountability, and by this 
means it is possible to check the re- 
sults of individuals in charge of the 
various stores. Experience has shown 
that it should be possible to get re- 
sults which reveal variations that are 
less than .5 per cent. of the overall 
stock turnover of each store. The 
subdivision of stores into material 
groups referred to earlier is also of 
assistance in making checks to verify 
the accuracy of theoretical stock 
balances. 


Substantial losses can be incurred 
through ineffectual or non-existent 
material control, and although some 
losses may be inevitable in handling 
materials, a systematic basis for the 
ordering, calling-up, checking, stor- 
ing, issuing and control of material 


will assist in keeping these to a 
minimum. There is a growing demand 
from management for the safeguards 
that have been mentioned, but, at the 
same time, it is emphasised that 
flexibility is a must in any system of 
material contro! so that it will be able 
to take care of the changes in de- 
mand that are inherent in a competi- 
tive economy. 


Effective material control hinges 
around the co-ordination of two 
things: a schedule of production and 
a bill of material in such a way that 
material is ordered as_ required, 
brought into the factory as required, 
and issued to the place and at the 
time it is required. This repetitive 
use of basic information would appear 
to be an ideal start for electronic 
computing machines, and it may be 
that the solution to this problem lies 
in the field which is coming so rapidly 
to the fore in overseas countries. 
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BOOK REVIEW 


Fitzgerald’s Accounting, Stage I— 
A. A. Fitzgerald, Ed. Butterworth 
& Co. (Australia) Ltd., 1957. pp. 
577. 


This is the third edition of this 
well-known text book which has been 
widely used by students preparing 
for the subject of Accounting, Stage 
I, of the Australian Society of 
Accountants examinations and for 
the intermediate examinations of 
other institutes and first year 
accountancy examinations of univer- 
sities and technical colleges. 


The changes in the text of this 
edition, as compared with the second 
edition are the revision of the illus- 
trative examples listed in the chap- 
ters on hire purchase and instalment 
purchase accounting and executor- 
ship accounting. These changes were 
made to correct errors made in these 
illustrations in the second edition. 


The examination questions in the 
appendix have been’ extensively 
reviewed and brought up-to-date. 
The questions are drawn from the 
examinations of the Australian 
Society of Accountants, and various 
Australian Universities. These ques- 
tions should be of great use to 
students in gaining experience in 
answering questions of the type and 
standard they can expect to get in 
their examination papers. 


This edition like its predecessors 
is not intended as a first text for 
students with no knowledge of 
double-entry bookkeeping. For those 
with a proper understanding of 
double-entry and the preparation of 
simple accounting reports this book 
provides the theoretical background 
to the various accounting and report- 
ing situations covered and gives 
illustrative examples to show the 
application of this theory to practi- 
cal situations. 

“ J. D. SPENCE. 
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A Definition of Importance 





RESPONSIBILITIES OF THE INTERNAL 


AUDITOR 





The following statement was 
issued as a supplement to the 
American Internal Atiditor, Septem- 
ber, 1957. It was approved by the 
Board of Directors of The Institute 
of Internal Auditors at a meeting 
in Los Angeles on 30 May, 1957. 





This is the second statement on 
the subject issued by The Institute 
of Internal Auditors. The first was 
published in 1947. In the forword to 
that statement recognition was given 
to the fact that “new conditions and 
needs, and further development in 
the professional stature of the inter- 
nal auditor might well warrant in 
future years some revision of the 
statement”. 


The above revised statement 
expresses today’s broader concept 
of internal auditing. 


Nature of Internal Auditing 

Internal auditing is an independent 
appraisal activity within an organization 
for the review of accounting, financial and 
other operations as a basis for service to 
management. It is a managerial control, 
which functions by measuring and evaluat- 
ing the effectiveness of other controls. 


Objective and Scope of Internal Auditing 

The over-all objective of internal auditing 
is to assist all members of management in 
the effective discharge of their respon- 
sibilities, by furnishing them with objective 
analyses, appraisals, recommendations and 
pertinent comments concerning the 
activities reviewed. The internal auditor 
therefore should be concerned with any 
phase of business activity wherein he can 
be of service to management. The attain- 
ment of this over-all objective of service 
to management should involve’ such 
activities as: 
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Reviewing and appraising the soundness, 
adequacy and application of accounting, 
financial and operating controls. 

Ascertaining the extent of compliance 
with established policies, plans and 
procedures. 

Ascertaining the extent to which com- 
pany assets are accounted for, and 

safeguarded from losses of all kinds. 

Ascertaining the reliability of accounting 
and other data developed within the 
organization. 

Appraising the quality of performance in 
carrying out assigned responsibilities. 


Authority and Responsibility 

Internal auditing is a staff function 
rather than a line function. Therefore the 
internal auditor does not exercise direct 
authority over other persons in the 
organization, whose work he reviews. 


The internal auditor should be free to 
review and appraise policies, plans, pro- 
cedures, and records; but his review and 
appraisal does not in any way relieve other 
persons in the organization of the respon- 
sibilities assigned to them. 


Independence 


Independence is essential to the effective- 
ness of the internal auditing program. 
This independence has two major aspects: 


(1) The organizational status of the 

internal auditor and the support 
accorded to him by management are 
major determinants of the range and 
value of the services which manage- 
ment will obtain from the internal 
auditing function. The head of the 
internal auditing department, there- 
fore, should be responsible to an officer 
of sufficient rank in the organization 
as will assure a broad scope of activi- 
ties, and adequate consideration of and 
effective action on the findings or 
recommendations made by him. 
Since complete objectivity is essential 
to the audit function, internal auditors 
should not develop and install pro- 
cedures, prepare records, or engage 
any other activity which they normally 
would be expected to review and 
appraise. 
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Students’ Section... No. 10 





GENERAL PRINCIPLES OF 
INSURANCE LAW 


PART Il 


An address delivered by D. R. PRIDEAUX, F.A.1.1., to the 
Australian Society of Accountants New South 
Wales Students’ Society. 


The Policy—Contents, Conditions 
and Construction 


The majority of insurance con- 
tracts are not required by law to 
be expressed in any particular form 
and are valid if purely verbal. Ex- 
ceptions are a contract of marine in- 
surance, a policy being required 
under the Marine Insurance Act, 
Workers’ Compensation and, should 
proposed legislation be gazetted, con- 
tracts in respect of articles, pur- 
chased under a hire purchase agree- 
ment, subject to such articles being 
declared in the regulations. With 
C.T.P. insurance documentary evi- 
dence of the contract is required be- 
fore registration can be effected. 
Once a policy is issued, however, it 
does evidence the terms and condi- 
tions of the contract and although 
attested by only one of the contract- 
ing parties, is binding upon both, 
(Macdonald and Law Union Insur- 
ance Co. 1874), due to the fact that 
should the insured claim under or 
otherwise enforce the contract he 
adopts the policy and must be bound 
by it, even though it may not be 
the contract he actually intended to 
eater into. To quote Lord Coleridge 
in Baker and Yorkshire Fire Assur- 
ance Co. 1892, “The plaintiff sues 
upon the policy and by so suing af- 
firms it to be his contract; he cannot 
disafirm a part of the very contract 
mm which he is suing”. 
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It is not necessary that all condi- 
tions be actually incorporated in the 
policy itself, they can be attached 
or incorporated by reference. Ex- 
amination of a policy will usually 
show in the preamble that the pro- 
posal is the basis of the contract and 
shall be deemed to be incorporated 
herein, this being so it follows that 
conditions on the proposal are just 
as binding on both parties as those 
in the policy itself. Again, there are 
the implied conditions mentioned 
earlier which, although not evidenced 
anywhere, are integral parts of the 
contract. Some policies also contain 
conditions which are not operative 
unless invoked, such as the average 
condition on a fire policy. In such 
cases the parties cannot use the con- 
dition unless there is a wording on 
the policy to declare that particular 
section to be in force. The construc- 
tion of the policy is most important 
and since everyone at some time or 
another attempts to construe the 
language of a policy I think it would 
be well worth while to discuss the 
law in relation to this at reasonable 
length. 


1. The prime rule is that the in- 
tention of the parties must prevail. 
Obviously the words of the contract 
must be examined to determine the 
intention, along with such other 
documents as may have been incor- 
porated from time to time and the 
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Court looks to the words the parties 
have used to determine their inten- 
tion. A particular word may be con- 
strued by reference to the surround- 
ing circumstances but the Court 
must consider the effect of a parti- 
cular construction upon other cases. 


2. Policies are, in the main, 
printed for general use with the de- 
tails relating to the particular con- 
tract inserted in the appropriate 
place and since this writing ob- 
viously applies to the individual con- 
tract it follows that in the event of 
any disparity the written portion 
must prevail over the printed. 


3. The ordinary rules of grammar 
apply as far as possible but should 
the intention be clear, even though 
grammatically the text is incorrect, 
then the grammatical construction 
must yield to the obvious. 

4. Words used must be taken in 
their ordinary sense. Quoting Lord 
Halsbury in Stanley & Western In- 
surance Co. 1898, “In looking at a 
document between business men I 
do not think it wise to look at tech- 
nicalities of construction. I think it 
is well to look at the whole document 
to look at the subject matter with 
which the parties are dealing, and 
then to take the words in their 
natural and ordinary meaning”. 


5. One particular word may be 
limited in its meaning by the con- 
text. Should a general descriptive 
word be preceded by a limiting 
phrase then the ejusdem generis rule 
shall apply, otherwise the word shall 
be given its full meaning. 

6. The contract obviously is meant 
to be one of insurance therefore the 
construction cannot be such as to 
defeat this purpose. It must be in- 
terpreted fairly between the parties. 


7. Should the wording be so clear 
and precise as to mean one thing and 
one thing only, then that meaning 
must be given effect even though it 
be absurd and unreasonable. In 
such a case parol evidence to clarify 
the position cannot be admitted. 
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8. In the event of ambiguity the 
most reasonable interpretation ig to 
be adopted with due regard to all 
circumstances which may clarify the 
issue. Parol evidence may be ad- 
mitted. It is important to note that 
the onus of proof in such a case rests 
with the person seeking to vary the 
apparent meaning. 

9. The policy is, of course, drawn 
up by the insurers and it is their 
duty to make the meaning clear and 
should they fail to do so then the 
contra proferentum rule applies and 
the policy will be interpreted in 
favour of the insured. Should the 
proposal be the root of the query it 
follows that since the words are 
those of the insured construction 
will be in favour of the insurer. 

I would like to draw your atten- 
tion to the four implied conditions 
mentioned earlier. They are most 
important as they are not expressed 
and must be complied with before 
liability can attach to the insurer, or 
on the other hand, non observance 
can invalidate the policy. 

1. The subject matter of insurance 
is in existence at the date of effect- 
ing the policy. 

2. In the event of loss the property 
destroyed is the property intended 
to be insured. 

3. That the insured has an insur- 
able interest. 

4. That the parties observe good 
faith towards each other at all 
material times and in all material 
particulars. 




























Duration of the Contract 







In practice, it is most common t 
find that the general public often as 
sumes that there is a period of grace 
during which a loss suffered can be 
claimed against the insurer, this is 
incorrect. The policy clearly states 
that the contract shall terminate 
the date mentioned at 4 p.m., Wi 
the exception of Compulsory Third 
Party Insurance which terminate 
at midnight and cover ceases at this 
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time precisely unless there has been 
specific agreement to the contrary. 
It has been held that a renewal is 
a fresh contract, even though it be 
identical in terms and conditions 
with the policy and, this being so, 
there is not continuity but rather 
simultaneous cessation and attach- 
ment. In the event of renewal not 
being requested and agreed to the 
insurer is quite at liberty to reject 
the claim if the loss occur at one 
minute past 4 p.m. It is possible to 
revive the policy at a date subsequent 
to the terminating date but it would 
be necessary for both parties to make 
full disclosure of all material things 
and mutually consent to the revival. 


The length of the term is not de- 
termined by law, except in the case 
of marine insurance where a time 
policy is limited to twelve months, 
consequently the parties may effect 
a policy for any duration mutually 
acceptable. As a matter of interest 


the longest known policy was issued 
for a term of 66 years and eight 


months. In practice policies are is- 
sued for a period of twelve months. 
Where the subject matter is under 
a hire purchase contract, the policy 
is issued for a period corresponding 
to the hire purchase agreement. 


It may be argued that certain ad- 
justable policies cannot be renewed 
until after the due date as a variable 
factor, such as wages, must be ascer- 
tained before the renewal can be ef- 
fected. Whilst this is admitted it 
must be realised that the detail re- 
quired is purely used for rating pur- 
poses and this time lag could not be 
used to enforce. liability under such 
circumstances since the risk itself is 
known to the insurer. A request for 
a cover note is the obvious solution. 


Assignment and Transfer 


Assignment can take one of two 
forms, the first being assignment of 
the policy and the second assignment 
of the proceeds of the policy. 
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In the first instance it is to be re- 
membered that the contract is a per- 
sonal contract between insurer and 
insured so it follows that should the 
title to the subject matter pass to 
another the insurance policy does not 
automatically pass also, so _ that 
should a loss occur the assignee can- 
not benefit from or enforce the in- 
surance contract. The underlying 
principle is that the protection pro- 
vided by the policy cannot be the 
subject of unilateral action but must 
be consented to by the insurer, in 
which event it really becomes a fresh 
contract even though the original 
policy is not replaced. 


In practice consent of assignment 
needs to be documented in order that 
the stamp duty be shown. It is 
necessary that assignment coincide 
with the passing of title as at a later 
time the insured does not have a 
valid policy to transfer since with 
the passing of title his insurable 
interest ceases and the policy is 
no longer enforceable. Should the 
insurer consent to an invalid assign- 
ment the policy would become en- 
forceable but this would seem to be 
a fresh contract, even though iden- 
tical in all ways with the original 
one: The position where valid assign- 
ment is made and the original in- 
sured has voided the contract is in- 
teresting in that the insurer may re- 
pudiate the contract with the as- 
signee even though the assignee has 
fully complied with all terms and 
conditions of the policy. (Carr and 
Sun Insurance Co. 1897.) 


Assignment of the proceeds of the 
policy is an entirely different matter 
in that the insurer is not directly 
concerned because the relationship 
with the insured remains unaltered. 
The insured, either prior to or sub- 
sequent to a loss can direct that 
amounts payable be allocated to a 
specified person and it could be that 
the assignment is in the form of a 
separate contract. 
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As distinct from assignment of 
the policy there is transfer by opera- 
tion of law where the subject matter 
passes from the insured. One in- 
stance where this occurs is in the 
case of death, where the policy re- 
mains enforceable by the estate 
where the insured dies intestate. 
Should title pass by will this is open 
to argument, but the position does 
not arise in practice as it is normal 
for policies to provide for this con- 
tingency. 

Should the insured be declared 
bankrupt then the subject matter is 
vested in the trustee in bankruptcy 
and indemnity under the policy also 
transfers to the trustee, under the 
provisions of the Bankruptcy Act, 
who can then sue under the policy 
under his official name. The case of 
an insolvent company is different in 
that a winding-up order does not 
dissolve the company or give title 
to the liquidator unless a vesting 
order be made. Since the liquidator 


can take over all assets of the com- 


pany, including policies of insur- 
ance, it is proper for payments to be 
made to him. 

The foregoing remarks apply to 
ordinary contracts of indemnity and 
it should be remembered that some 
insurance contracts are effected as 
a result of a statutory or common 
law liability and in the event of such 
liability ceasing the contract must 
come to an end. An example of this 
would be a policy taken out in con- 
formity with the Workers’ Compen- 
sation Act. Should the employer dis- 
pose of his business then the liability 
imposed on him by the Act ceases 
and the new owner enters into a lia- 
bility under his own name. 


Subrogation 


It has been stressed during this 
address that the contract is purely 
one of indemnity and the doctrine 
of subrogation is enforced purely 
for this reason. There is a popular 
conception that a literal meaning of 
this doctrine is that it enables the 
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insurer to stand in the shoes of the 
insured, this is not strictly the case 
as all rights are not necessarily re- 
lated to indemnity and the insurer 
can only enforce those rights and 
remedies which may diminish the 
loss. The purpose then is to ensure 
that the insured does not receive 
more than full indemnity and this 
is achieved by the insurers retaining 
the right to initiate any action 
against a third party that the in- 
surer may possess; whether the right 
is contractural, a remedy for tort 
or any other right. It is fair that 
this action should be taken, other- 
wise the insurer could be paying for 
the wrong doing of another. At 
common law the insurer does not 
obtain the right until the loss is ad- 
mitted and paid, consequently it is 
usual to include a condition in the 
policy giving the insurer the im- 
oe right to exercise the doc- 
rine. 


Subrogation rights accrue to in- 
surers in the following ways. 


1. Torts: The tort must be con- 
nected with the loss in such a man- 
ner as to make the tort-feasor liable 
to the assured for damages. A re- 
cent example would be the action 
against the Commissioner for Rail- 
ways in respect of a fire allowed to 
escape causing extensive damage to 
grazing properties in S.W. New 
South Wales. 


2. Rights arising out of contract. 
Should the subject matter be in such 
a relation to a third party as to make 
the third party responsible for loss, 
by virtue of a contract written or 
given, then the right of action passes 
to the insurers. Goods in custody 
of a carrier or bailee at the time of 
loss would fall into this category, 
also certain types of tenancy. 


3. Rights under Statute. Some 
occasions give rise to a right to re- 
cover under statute and such right 
must be exercised to diminish the 
loss. Damage falling under the Riot 
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(Damages) Act would fall into this 
category. 

4. Rights over the subject matter. 
As a general rule there is some re- 
sidual value and the payment of full 
value by the insurer obviously pre- 
cludes the insured from deriving 
both benefits as such would amount 
to more than indemnity. It is the 
insured’s duty to account to the in- 
surer for such moves. It is con- 


sidered that if the taking over of 
such property as may be salvaged in- 
volves the insurer in expensive acts, 
then they are not bound to take 
physical possession. 


Losses 


To obtain indemnity under the 
policy it is necessary for the insured 
to establish prima facie that he has 
suffered a loss by a peril insured 
against. The following rules apply. 

1. The loss must take place within 
the period of the policy. In this re- 
gard it is to be noted that if the 
peril is operating at the commence- 
ment of the contract, then such loss 
as has occurred is not covered but 
subsequent loss from the same peril 
is a loss under the policy. On the 
other hand, if the peril commences 
operating prior to the termination 
of the policy and it is inevitable that 
the loss would occur, then the loss is 
covered as the peril commenced dur- 
ing currency. 

2. The property destroyed answers 
the description of the subject matter 
of the policy. 

3. That he has insurable interest 
at the time of the loss. 

_ 4. The loss was due to the peril 
Insured against. 

Having shown a prima facie case, 
responsibility of disproving the 
claim or showing that the loss falls 
within an exclusion rests on the in- 
surer, failing which payment must 

made. 

_A most important rule when con- 
sidering losses is the doctrine of 
proximate cause. This, briefly, is as 
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follows: “proximate cause is the ac- 
tive cause which sets in motion a 
train of events which brings about 
a natural result, traceable in a direct 
line to the first cause, without the 
intervention of any outside force, 
starting and working from an inde- 
pendent source”. This doctrine is 
strictly adhered to and means in ef- 
fect that should the peril operate, 
then any loss directly resulting there 
from is covered, even though the ac- 
tual damage is caused by some other 
means. For example, water damage 
caused by water used to extinguish 
a fire is classified as fire damage. 


Naturally you will be interested 
in how the amount recoverable is de- 
termined. The general principles 
applicable are outlined below. 


1. The value of the subject matter 
is its value at the time of loss. This 
rule operates in fairness to all as 
both appreciation and depreciation 
are taken into account, initial cost 
being of little importance. It is to 
be remembered, however, that this 
rule does not apply in marine insur- 
ance where, in the case of hull cover, 
the amount recoverable is the value 
at the commencement of the risk 
while cargo is assessed at prime cost 
plus freight and charges. 


2. The value at the place of loss. 
It is necessary to take location into 
account in order to arrive at true 
indemnity as the cost of identical 
items differs in various areas due to 
freight, storage, etc. 


8. Value is the real value, no al- 
lowance being made for sentimental 
value. 


4. No allowance can be made for 
prospective profit or other consequen- 
tial loss. 


Whilst these rules always apply it 
must be remembered that every con- 
tract is individual and other factors 
such as average, may also be part of 
the formula in determining the lia- 
bility of the insurer. 


135 





STOCK EXCHANGES AMEND 


OFFICIAL LISTING 


A number of amendments have 
been made to the official list require- 
ments and the listing agreements of 
the Australian Associated Stock Ex- 
changes as from January, 1958. The 
following is a summary of the prin- 
cipal variations :— 


Report by Investigating Accoun- 
tant in a Prospectus (official list re- 
quirements, clause B.11). In addition 
to the usual five-year report on pro- 
fits, it is provided further that, where 
no accounts have been made up for 
a period within six months of the 
date of the prospectus, a statement 
shall be made indicating the volume 
of sales since the preparation of the 
accounts, also any unusual factors 
which have occurred since the date 
of the accounts to affect the com- 
pany’s earning capacity or the asset 
backing of the securities offered. 
The assets and liabilities of guaran- 
tor companies are now to be included 
in the accountant’s report. 


Share Certificates— Omission of 
Authorised Capital. Requirement 
C.1. has been amended to delete the 
amount and constitution of author- 
ised capital from the information on 
a scrip certificate. As the authorised 
capital is subject to variation from 
time to time and it is not possible to 
alter old scrip in circulation, the 
more logical place to seek this in- 
— is in the latest balance 
sheet. 


It should be noted, however, that 
the Victorian Companies Act (Sec- 
tion 70) still requires that authorised 
capital be shown on a certificate, 
and there are similar provisions in 
other States. It is interesting to 
note that parallel action has recently 
been taken in the United Kingdom on 
this matter, independently of the 
move in Australia. 
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REQUIREMENTS 


Preference Share Certificates (Re- 
quirement C.4). It is now necessary 
to show on the face of the certificate 
the specific conditions of the prefer- 
ence, ie., the rate of dividend, 
whether cumulative or non-cumula- 
tive; if redeemable, the conditions of 
redemption ; if participating, the con- 
ditions of participation. 

Unsecured Notes—Special Condi- 
tions of Issue. Requirement E.4., 
has been introduced to include in the 
deed of trust particulars as to the 
rights of holders of convertible notes 
or options where the company makes 
a new issue of shares during the cur- 
rency of the notes. A new require- 
ment E.6. provides that unsecured 
notes certificates shall have printed 
on the face the rate of interest and 
the dates of payment, any participat- 


ing rights, the date and method of 
redemption, and any other material 
conditions, 

Sealing of Certificates. 
ing of requirement F.6. has been 
amended to provide that “all certifi- 
cates shall be issued under the seal 


The word- 


of the company, and where fac- 
simile signatures are attached shall 
bear evidence of examination by the 
company’s auditor”. The previous 
clause required the presence of a 
director and the secretary or other 
authorised officer, together with evi- 
dence that the issue of the certificate 
has been audited by the company’s 
auditor. The latter provision was 
altered after discussions with the 
Institute of Chartered Accountants 
in Australia. 

New Issues of Shares—Use of Pro- 
visional Letters of Allotment. Clauses 
3.A. and 3.B. of listing agreement 
forms A. and B. have been amended 
to provide for the developing use of 
provisional letters of allotment as an 
alternative to letters of entitlement, 


The Australian Accountant, March, 1958. 





application forms and renunciation 
forms. 


Half-Yearly Reports to the Stock 
Exchange. Clause 10 of the listing 
agreement has been amended to pro- 
vide information in the following 
form :— 


Standard Interim Dividend and Report 
Announcement. 


LIMITED 


The directors have today declared [or] 
decided to om we an interim ordinary 
dividend of % on the issued ordinary 
capital of the company for] Meet i... 
per share payable on........... 


Duly completed eniniiteus etd by 
the company up to 5 p.m. on 
will be registered $e entitlements to 
the dividend are determined. 


Interim Report: to indicate, inter alia, 
(a) relationship of volume of sales (or 
revenue) compared with volume of 


sales (or revenue) in the corresponding 
period of the previous year. 


(b) a statement of any unusual factors 
affecting the earning capacity of the 
company. 

(c) in mining companies—a factual state- 
ment of production and development. 


Sale of Forfeited Shares by Mining 
Companies. Clause 11 of agreement 
form B. (mining companies), which 
provides that all forfeited shares be 
sold by public auction in the Stock 
Exchange vestibule, has been ex- 
panded to provide that the auctioneer 
shall announce the total number of 
shares to be sold and the terms of 
sale and payment. Options shall not 
be allowed in excess of 10% of the 
total offered. 


Periodic Reports by Mining Com- 


panies. Agreement form B., Clause 
12, now provides for the forwarding 
to the Stock Exchange of certified 
production and development reports 
Promptly at regular intervals during 
the year. The previous clause pro- 
vided for notification of periodical 
tlean-ups only. 
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Preliminary Statement of Year’s 
Profits. The following form has been 
recommended for use. There has 
been no change in the listing agree- 
ment on this matter. 


Standard Final Dividend and Report 
Announcement. 


LIMITED 


The directors have today declared [or] 
decided to recommend a final ordinary divi- 
dend of .......% on the issued ordin 
capital of the company [or] Re & 
per share payable on ies: 


Duly completed transfers received by 


the company up to 5 p.m. on 
will be registered before entitlements to 
the dividend are determined. 


Together with the interim dividend of 
© [or] . d. per share the 
distribution for the year ended ..... 
S........4 Der share (last 
LS. per share. 


Subject to final audit (if necessary)— 


Consol. net profit for the year, £ 
(last year £ =* 


After provision for taxation, @............. 
(last year £... sols 


And after provision for depreciation, 
£................ Cast year £ Sail 


The annual meeting of the company will 
be held on Vs 


The foregoing amendments give 
effect to the decisions of conferences 
of delegates of the Australian Asso- 
ciated Stock Exchanges held in May 
and August, 1957. In most cases the 
amendments are designed to afford 
greater protection to shareholders, 
particularly in the light of new de- 
velopments in company practice. In 
other cases machinery clauses have 
been amended to reduce detailed 
work in company offices, without loss 
of efficiency. 


Printed copies of the new require- 
ments and agreement forms have 
been forwarded to all listed com- 
panies. Additional copies are avail- 
able from the Stock Exchanges on 
request. 
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An American Authority Comments On 


THE MARKETING 
EMPHASIS 


By WILLIAM LAZER, B.COM., M.B.A., PHD, 
Assistant Professor of Marketing, Michigan 
State University, East Lansing, Michigan. 





ps 


Mr. Barnes’ article “The Accoun- 
tant’s Role in Marketing’’, which ap- 
peared in the July, 1957, issue of 
The Australian Accountant, is an in- 
teresting and important one. The 
theme, that of the necessity of a bet- 
ter understanding of marketing by 
accountants, deals with a significant 
challenge currently confronting the 
accounting profession. 


- 





The following trends in industry 
suggest that members of the top 
management team, including accoun- 
tants, must become marketing 
oriented : 


1. The impact of automation and 
the concomitant high, fixed 
costs which must be spread over 
a substantial volume of sales. 


. The necessity of developing 
mass markets capable of ab- 
sorbing the plentiful supply of 
goods resulting from mass pro- 
duction. 

3. The existence of highly compe- 
titive buyers’ markets. 


In the final analysis, the effective- 
ness of managerial decisions, based 
on accounting or other data, will be 
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determined by consumer reactions in 
the market place. Thus, marketing 
is a focal point in planning, organis- 
ing and controlling company opera- 
tions. 


If accountants are to contribute 
more fully to the success of their 
companies, therefore, they must 
achieve a clearer understanding of 
the scope and nature of marketing 
activities. As Mr. Barnes has stated 
so aptly, “the accountant can be of 
great assistance in making a factual 
assessment of results; but he can 
only do this if his knowledge of mar- 
keting is sufficient to at least enable 
him to understand its problems and 
its many variations.” While Mr. 
Barnes’ article helps achieve a bet 
ter understanding of some dimen- 
sions of marketing, I would like 
extend and modify the following 
ideas discussed by him: 


1. The definition of marketing 
and the delineation of market 
ing activities. 

2. The concept of the product mix. 

3. The contributions of account 
ing to the solution of marketing 
problems. 


Marketing Defined 


It may be true, as Mr. Barnes 
states, that the terms used in mar 
keting “are no more exact in theif 
meaning than the terms used in a& 
counting.” Nevertheless, there # 
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a generally accepted and widely used 
definition of marketing prepared by 
the Definitions Committee of the 
American Marketing Association. 
Marketing is referred to as “the per- 
formance of business activities 
directed toward, and incident to, the 
flow of goods and services from pro- 
ducer to consumer or user.”! This 
definition suffers from the same 
limitations that restrict any state- 
ment which attempts to outline 
clearly and unambiguously the 
nature and scope of a subject-mat- 
ter area. It may be preferable, how- 
ever, to the description of marketing 
offered ; “the business function which 
embraces the various items given be- 
low.” The items listed by Mr. 
Barnes fall within the province of 
marketing (although some might 
question the reference to the speci- 
fic inclusion of stationery). Yet, 
there is danger that those unfamiliar 
with marketing may misconstrue 
this definition to mean that the par- 
ticular activities referred to in the 
article delineate the scope of the sub- 
ject. This is obviously not the case. 
Activities other than those mentioned 
are recognised as important and in- 
tegral marketing elements. 


Product Mix 


The concept of the product mix 
presented is that of determining “the 
proportion of sizes and varieties and 
the number of products which will 
together produce the most profitable 
overall result.” In marketing, this 
concept is generally referred to as 
the product line rather than the pro- 
duct mix. It involves such problems 
as simplification, standardisation, 
and diversification of the total pro- 
duct line. The product mix might 
be used to connote the particular 





1. Report of the Definitions 


é Committee, 
Journal of Marketing,’ Vol. XIII, No. 2, 
October, 1948, p. 202. 
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mixture of those ingredients which 
make up a product offered for sale: 
the physical components, the pack- 
age, the service, any warranties, and 
soon. One of the problems confront- 
ing marketing management would 
then be that of determining the op- 
timum product mix while still 
another would be that of deciding 
upon the most profitable product line. 


Accounting and Marketing 


Both accounting and marketing re- 
search gather, analyse, and interpret 
data which are important to the for- 
mulation of intelligent marketing de- 
cisions. Mr. Barnes clearly indi- 
cates several areas of marketing in 
which accounting data can be of as- 
sistance in solving marketing prob- 
lems. This is especially true where 
considerations of “costs” concerning 
alternative courses of action are in- 
volved. It is apparent, however, 
that such activities referred to as 
distribution channels, market analy- 
sis, sales analysis, salesmen’s re- 
ports, merchandising, etc., fall speci- 
fically within the realm of the mar- 
keting specialist. Trained market- 
ing personnel are usually more highly 
qualified and better able to make de- 
cisions in these areas of activity 
than are accountants. 


While an informed management 
should avail itself of relevant ac- 
counting information and assistance 
in dealing with marketing problems, 
and while accountants should achieve 
a better understanding of marketing 
to contribute more fully to the suc- 
cess of their companies, the accoun- 
tants’ task in these matters remains 
one of valuable assistance. In the 
main, marketing specialists, utilis- 
ing all the techniques and tools of 
marketing management, must as- 
sume the major responsibility for 
decision making in the activities dis- 
cussed. 
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BOOK 
REVIEWS 








A Simple Guide to Shareholding and 
Company Accounts by J. Wood 
(Putnam, London—our copy from 
Hicks Smith & Sons Pty. Ltd., Mel- 
bourne) pp. 131, 15/9 (Aust.). 


This little book is not designed for 
the expert but for the investor to 
whom companies and their accounts 
and shares and the stock market on 
which they are bought and sold are 
a closed book. The Australian reader 
also needs to bear in mind con- 
tinually that what is true for Eng- 
land may not be true for Australia. 


The author deals simply with the 
mechanics of security transactions 
and the contents of companies’ re- 
ports and accounts. He notes that 
“during the last few years many 
companies have begun to take special 
trouble to keep their shareholders 
better informed”. He discusses the 
intricacies of depreciation in inflation 
and of taxation (the reference to Tax 
Reserve certificates is not applicable 
to Australia) and on pages 40-42 
gives some curious examples of the 
effect of deduction by a company of 
taxation at the standard rates from 
the amount due to the shareholder on 
a declared dividend. From _ these 
examples it appears that out of £100 
of taxable profit a company can 
declare dividends of £25, pay £6/15/- 
in taxation at 27 per cent., pay 
£14/7/6 to shareholders and retain 
£3/17/6 itself. In a still more curious 
case (probably never found in real 
life, the author says) a company 
after paying taxes amounting to 
£45/10/- (on £100) and thus having 
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£54/10/- left could declare dividends 
for £64/10/-. On this latter amount 
further tax at 27 per cent. would take 
£17/8/- and the shareholders would 
get £37/2/-. How dividends amount- 
ing to £64/10/- can be paid out of 
£54/10/- and how the net payments 
to shareholders are arrived at in 
these cases is not explained, but a 
careful examination reveals that it 
is what is left after deducting from 
the gross amount of the dividends 
income tax at the standard rate of 
8/6 in the pound. This kind of finan- 
cial wizardry is impossible in Aus- 
tralia where taxation on dividends 
“at the source” does not exist. 


Two of the most interesting chap- 
ters in the book are those which deal 
with the growth of a company, and 
the ways in which that growth may 
be financed. The pitfalls for the in- 
vestor who tries to assess the value 
of a company’s shares are carefully 
explained. The intricacies of “‘plough- 
ing back,” “rights,” “increases and 
decreases of nominal capital,” and a 
number of other knotty points are 
disentangled, whilst it is made quite 
clear that the particular nominal 
value of the shares is no pointer to 
the prospects of the company. 


The statement that the “simplest 
quick test of the management is the 
company’s profit record” can only be 
accepted with considerable qualifica- 
tion as so many factors over which 
the management has no control may 
affect profitability. It is only fair to 
say that Mr. Wood shows that he is 
well aware of this. 


Should a company get into serious 
difficulties the methods of reducing 
capital and, if the worst comes to the 
worst, of dissolution are set out for 
the information of the investor. 


Perhaps the chapters most 
interesting to the accountant are 
those dealing with the profit and loss 
account and the balance sheet, though 
the discussion is based rather on the 
orthodox than the most modern form 
of these. This does not militate 
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against an understanding of the sig- 
nificance of the individual items and 
the author’s references to the fact 
that many of these items are given 
different names in different sets of 
accounts reinforces the need fre- 
quently expressed in recent years for 
standardisation of accounting termi- 
nology. 

One might question the author’s 
inclusion of cash and securities as 
liquid assets (p. 81). Securities may 
be very illiquid in a time of stress 
when liquidity is most needed. And 
one may doubt if the auditor would 
be content with the description of 
his work as “looking through books 
and accounts” (p. 112). 


It is rather unfortunate, too, that 
Mr. Wood in bringing this revised 
edition up-to-date inserted figures for 
the “Asset Value for Ordinary 
Shares 1955” of the A. E. I. Group 
of Companies in Appendix 3, but 
overlooked the fact that his discus- 
sion of this Appendix on page 120 
does not refer to these but apparently 
to the figures for 1954, which pre- 
sumably appeared in the Appendix 
in the first edition, published in 1955. 


_ This, however, is a small blemish 
ina book which is a well-written and 
informative guide for the investor 
with little previous knowledge of 
companies and the stock market. 


G. A. WELLER. 


Auditing, by R. A. Irish. The Law 
Book Co. of Australasia Pty. Ltd. 
pp. 574. Price 45/-. 


_ Although this latest book on audit- 
Ing practice by Mr. Irish bears a 
hew title, it in fact represents a 
revised version of his previous well- 
known work on the subject. In it he 

expanded some of his chapters 
and brought the reader up-to-date 
with recent legislation, case law and 
modern auditing techniques. 


In recent years the practice of 
auditing has altered considerably, 
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the tendency being for the auditor 
to satisfy himself that the system is 
well-designed and operating  cor- 
rectly, rather than to engage in rou- 
tine checks to ensure that every entry 
is properly made. The use of samp- 
ling and test-checking processes in- 
stead of detailed checking is now 
generally accepted. However, ade- 
quate internal control is essential 
before the auditor can adopt such 
tests and Mr. Irish discusses the 
methods of examining such control 
in some detail. He recommends the 
use of carefully compiled check lists 
and questionnaires for this purpose 
although he warns against allowing 
a mechanical approach to develop. 


The problem of the auditor’s 
responsibility with regard to verifi- 
cation of trading stocks continues to 
occupy our minds and recent opinion 
seems to increase the auditor’s duty. 
The author has expanded his treat- 
ment of the subject and gives a sug- 
gested set of instructions to audit 
staff, together with a questionnaire 
to be completed by the clerk and sub- 
mitted to his principal. 

A new chapter discusses in outline 
the relative advantages of various 
methods of business finance, includ- 
ing the modern system of unsecured 
notes. 

In recent years many firms in Vic- 
toria have abolished the automatic 
issue of receipts to customers. In 
addition there is a preference on the 
part of banks, business men and cus- 
tomers in favour of the use of bearer 
cheques crossed “Not negotiable—ac- 
count payee only” rather than order 
cheques. This presents some prob- 
lems to the auditor who is frequently 
asked in practice what his attitude is 
in the matter. A discussion of this 
problem would have been a worth- 
while addition to the book. 


In general Auditing is a welcome 
revision of past works and will be 
found useful to both the practitioner 
and the examination student. 


J. D. BALMFORD. 
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Principles and Practice of Industrial 
and Commercial Organisation in 
Australia, by E. H. Jones, Head 
of the Department of Commerce, 
Perth Technical College, W.A. 
The Law Book Co. of Australasia 
Pty. Ltd., 1957; pp. xii + 206; 
price 32/6. 


This book was written to meet 
two needs which the author states 
in these terms: “The first is directly 
concerned with the wider training 
of cost accountants and the second is 
the attempt to present in an intro- 
ductory form the general principles 
of organisation to other executives 
who have an interest in the subject”. 


The book deals with industrial 
rather than commercial organisa- 
tion. After a general discussion of 
the subject, the author goes on to 
provide a wide but introductory 
coverage of various technical as- 
pects, including human _ relations, 
product planning and development, 
plant location and layout, produc- 
tion planning and control, materials 
control, methods improvement, in- 
centives, and the role of the cost 
accountant. For reasons given by 
the author, sales organisation, office 
management (not in A.I.C.A. sylla- 
bus), and financial management are 
not covered. 


Since this work was produced 
under the aegis of the Australasian 
Institute of Cost Accountants, it is 
presumed that the requirements of 
this institute’s examination syllabus 
are adequately met. In this connec- 
tion, the author’s first objective— 
the wider training of cost account- 
ants—is “wider training’ as con- 
fined within the limits of the 
A.1.C.A. syllabus. 


It is doubtful whether the author’s 
second objective—to provide execu- 
tives with an introduction to the 
general principles of organisation— 
is successfully achieved. Certainly a 
considerable amount of work has 
gone into a condensed and up-to- 
date treatment of many matters, 
each of which is the subject of a 
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number of textbooks, large and 
small. Moreover, there is little to 
dispute in most of the subject mat- 
ter. Nevertheless, the presentation 
is far too lacking in colour to cap- 
ture the interest and fire the imagi- 
nation of business executives. Mr. 
Jones is inclined to elaborate the 
obvious, as in the passage: “When 
employees leave, the management 
may seek to replace them, thus 
maintaining its staff at a constant 
level; if, however, replacements can- 
not be found, or the company is 
restricting its activities, a reduction 
of staff may occur”. 


One does not expect a literary 
masterpiece in a work on industrial 
organisation, but surely passages 
like the following could have 
avoided: “The nature of competition 
is more in the nature of product 
differentiation and the product 
carries a special name which is 
recognised as representing a differ- 
ent and desirable quality and when 
buyers are either willing to pay 
more for it in relation to similar 
items or, if the prices are identical, 
prefer it to unnamed _ items”. 
Furthermore, there is evidence of 
careless proof reading. 


Turning to matters of particular 
interest to accountants, one cannot 
necessarily agree with the author 
that the cost accountant is respon- 
sible for, inter alia, “The daily con- 
trol of indirect costs”, “the checking 
of inventories”, and “the provision 
of details required to calculate 
amounts payable to employees”. 
However, the reviewer is in agree 
ment with the author in his state 
ment of the qualification of 4 
management accountant, in these 
terms: 

a sound knowledge of accounting ind 
ciples and procedures and the ability 
to apply them; 

a sound knowledge of his firm and the 
industry generally; 

a knowledge of the problems of pr 
duction, distribution, financial 
personnel management; 


a well-developed critical faculty for 
situation analysis; 
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the oo! to counsel rather than to 
find fault; 


the power of expression; 

a forward-looking attitude of mind; 

a sense of responsibility; 

the ability to co-operate with other 

executives. 

In discussion on whether a product 
line should be discontinued, one 
suggested test is “Does the item, al- 
though showing no direct profit, sell 
in such volume, that its direct costs 
are recovered and some contribution 
is made to overhead costs?” What is 
“direct profit?” and, presumably, 
fixed, not variable, overhead costs 
are meant. 


On the question of whether to 
make or buy, the author states: 
“This decision is based on relative 
cost and on availability of equip- 
ment and labour. As regards the 
first, other things being equal, the 
cheaper method would be selected. 
On the other hand, if facilities are 
not being fully utilised, it may be 
desirable to make the required 
parts”. This treatment of the 
question is inadequate to the point 
of being misleading. Surely an in- 
sufficient guide for budding cost 
accountants! 


In enumerating the ways in which 
a production planning department 
can assist the work of the cost ac- 
countant, mention is made that “a 
better control over inventories, par- 
ticularly work in progress, is pos- 
sible’. Yet the magic words 
“perpetual inventories” do not even 
appear. 

One reason for carrying low in- 
Ventories is given as “stored 
materials occupy space that must 
bear its proportionate cost of heat, 
light and other occupancy ex- 
penses”. Direct costers would, no 
doubt, blanch at this suggestion. 


_In several places, Mr. Jones men- 

tions “non-controllable” costs. Vir- 

tually all costs are controllable at 

some time by the appropriate level 

of management, so it is a term to be 

— in the best interests of cost 
ntrol. 
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As a special point on reporting, 
the author maintains: “In stating 
conclusions, no personal opinions 
should be expressed”. Many reports 
would be useless without an appro- 
priate expression of opinion, and the 
ability to form and impart a 
balanced opinion, based on analysis 
of the facts, is a necessary attribute 
in the management accountant. 


The book ends the text with a 
glossary of terms; this is admirable 
in its conception, but not in its exe- 
cution when compared with normal 
usage. An “Alice”-like quality is 
not allowable with technical terms. 
One feels that some definitions are 
inadequate, such as: 

“Estimate. The expected cost of manu- 


facture computed in advance of pro- 
duction”. 


“Standard cost. The cost of an item 
or operation established as a basis 
for control and reporting”. 


And others are inaccurate, for 

example: 

“Productivity. The capacity of a par- 
ticular resource to produce as distinct 
from what is actually produced”. 

“Span of control. The limitations upon 
the number of subordinates that can 
be effectively controlled”. 


A committee is defined thus: “An 
extension of the organisation struc- 
ture taking the form of an advisory 
body to improve the communication 
process”. One recalls that another 
writer commented: “The most effec- 
tive means of replacing progress 
with indecision and inertia is to ap- 
point a committee”’. 


Mr. Jones’s motive in producing 
this book, and his evident hard work 
in covering such a wide field, de- 
serve more commendation than the 
reviewer in honesty has been able to 
bestow. Perhaps some of the defects 
of the book will be rectified in a 
later edition. In this event, the 
author might include some observa- 
tions on the effects of electronic 
data processing on organisation, to- 
day and tomorrow. 


D. R. RICKARD. 
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The Interpretation of Accounts— 
Stamp-Martin Papers by F. Sewell 
Bray. Oxford University Press. 


It is no easy task to review a book 
consisting for the most part of col- 
lected research papers by one so 
prominent in the field of accounting 
research as F. Sewell Bray. Profes- 
sor Bray is the first Stamp-Martin 
Professor of Accounting and the 
main chapters of his book comprise 
lectures delivered between March 
1953 and December 1955. 


In the inaugural lecture under the 
title of “An Accounting Progression” 
the foundation is laid for what is to 
follow and some basic objectives 
are stated. For example in comment- 
ing on the work which accounts are 
supposed to do he sets out these six 
functions. 


To give a clear record of and to 
measure income from economic 
activity. 


To show how far operating activity 


has been effectively carried out. 


To reveal the effect and measure- 
ments of income transfers. 


To control outlay by measurements 
of spending and saving. 


To show the uses to which saving 
has been put and to measure 
capital changes. 


To give an inventory of assets and 
liabilities and to measure the 
wealth and credit standing of 
an entity of account. 


It is at once apparent that Profes- 
sor Bray has a definite leaning to- 
wards a more intimate matching 
of accounting and economics to the 
mutual benefit of both activities. This 
leaning has always been evident in 
his writings. Cost accountants may 
find some ground on which to quarrel 
with Professor Bray when he says 
that cost accounting has been pre- 
occupied with cost control and with 
an obsession for standard costs and 


144 


productive efficiency, with a con- 
sequent emphasis upon the input 
side of the operating account. He 
advances a strong plea for a closer 
understanding of the implications 
of the output side of the account, as 
the basis of expectation accounting, 


The second chapter under the title 
of “The Formal Principles of Public 
Company Accounting” deals with the 
function of accounts particularly 
from the standpoint of a report of 
stewardship on the part of manage- 
ment and as a basis for various 
kinds of policy decisions involving 
dividends, reserves, investment, 
prices, and taxation. Several aspects 
of the English Companies Act 1948 
are reviewed with some comments 
on their practical application. In 
this chapter Professor Bray intro- 
duces the “Statement of Funds” as 
an important link between the profit 
and loss account and balance sheet. 


Then follow four chapters on 
“Accounting Dynamics”. The 
author’s advocacy for a formal struc- 
ture of accounts which will facilitate 
significant economic measurements 
in the business sector of the economy 
is strongly evident in these chapters. 
But he does not lose sight of the 
fact that the accounts are primarily 
designed as an aid to _ business 
management, and it is to this end 
that his suggestions on the structure 
of the accounts are directed. 


The important thing from 
management’s standpoint is the 
prompt discernment of trends, par- 
ticularly if these are adverse, 80 
that remedial action may be taken 
promptly. Not too much detail is 
necessary for this purpose but the 
detail which is supplied in the 
arrangement of the accounts should 
be of such a nature that its inter 
pretation is clear and as conclusive 
as practicable. This suggests that 
there should be a distinction between 
those items which vary with the 
level of activity within the business 
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enterprise and those which are rela- 
tively fixed irrespective of the level 
of activity. One of Professor Bray’s 
objectives is to draw off from the 
accounts the “variable margin”, and 
also to be able to study in separate 
sectional accounts changes in work- 
ing capital, long term capital and 
asset formation. This in turn has a 
relationship with the economic con- 
cepts of savings and investments. 


In these chapters several useful 
ratios are set out and explained as a 
means of indicating trends and their 
significance. 


Although there is nothing very 
dificult from an accounting stand- 
point in setting up the formal struc- 
ture of accounts to give effect to 
Professor Bray’s objectives, there 
are some awkward implications in 
measuring the _ significance of 
changes in inventories and in mak- 
ing the appropriate adjustments for 
these changes in the accounts. 


If the appropriate adjustments 
are to be entirely logical there is the 
necessity to analyse the content of 
inventory values, first of all to 
distinguish between raw materials, 
work in progress, and finished goods; 
secondly to distinguish, particularly 
in the work in progress, between the 
material, labour and expense content. 


Professor Bray also places some 
emphasis upon, and develops some 
interesting arguments about the 
notion of a fixed asset content of 
Inventory as necessary to the con- 
tinuation of effective operations as 
distinct from the fluctuating specu- 
lative content of inventory which 
would fall more particularly into 
the current asset group. 


Chapter seven is entitled “Basic 
Concepts in Accounting” and the 
development of the subject matter is 
along distinctly economic lines, con- 
‘eptional relationships, and closing 
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with a brief introduction to “Regres- 
sion Analysis” applied to production 
costs and factory operations. 


Chapter eight is devoted entirely 
to a recapitulation of observations 
on “Capital Changes” with some 
extension of original suggestions. 
Part 2 of the book includes a chapter 
on “The Nature and Purpose of 
Direct Taxation’’ in which the basic 
principles of direct taxation are 
examined and related to economic 
activity. Although presented against 
a U.K. background the matter is 
quite relevant to other countries. 


A chapter on “Auditing Theory” is 
pitched at the student level and the 
treatment is rather general. 


It was perhaps inevitable that a 
book by this author should conclude 
with a chapter on “Social Account- 
ing” as this is a field in which a good 
deal of his research has taken place 
and from which, no doubt, his in- 
clination towards economic account- 
ing is derived. 


Professor Sewell Bray is never 
easy to read and understand, but he 
must be credited with a rare capacity 
for true research and a sincere desire 
to relate the products of his research 
to practical situations. He has a 
self-confessed faith in the future of 
the accounting profession and a firm 
belief that it will always hold its own 
with other disciplines. 


Perhaps he is a little ahead of 
contemporary thinkers concerning 
the structure of accounts but a care- 
ful study of the four chapters on 
“Accounting Dynamics” and the one 
on “Capital Changes” will well re- 
pay the reader who is sincerely 
earnest in the desire to apply 
accounting techniques more widely 
and more usefully in the practical 
environment of business enterprises. 


V. L. GOLE. 
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NEWS AND NOTES 


Australian Society of Accountants 


NEW SOUTH WALES the activities for the year the chairman 
made reference to the untimely death of 


Annual Divine Service the first chairman of the group, Mr. A. J. 
The fifth annual Divine Service of the Daffy. The following members were 

accountancy and secretarial professions in elected to the committee: Messrs. A. W. 

New South Wales was held at St. Andrew’s Ruckham (chairman), R. W. Cox, O. J. RB 

Cathedral, Sydney, on 11 February, at Johnson and A. R. Little, with Mr. G. 

5.80 p.m. His Excellency, the Governor Goodwin as hon. secertary. 

Sir Erie Woodward KCMG, CBLCBE, 

Sir Eric ward, K.C.M.G., C.B., C.B.E., 

ee — ray Nps ae he a the VICTORIA 

ervice, which was conduc y the Dean 4 
of Sydney, The Very Reverend E. A. Pitt, Ballarat Branch: 

.A. The lessons were read by Mr. E. A. The fifth annual general meeting 
Burley, F.C.1.S., F.A.S.A., chairman of of the Ballarat Branch was held on 12 
the New South Wales Divisional Council February when the following members 
of the Chartered Institute of Secretaries, were re-elected to the Branch Council— 
and Mr. R. F. Jarman, F.C.A.A., A.A.S.A., Messrs. E. C. Coulson, N. A. Crouch, 
president of the New South Wales Division W. M. Cuthbertson and H. C. Evans. 
of the Australasian Institute of Cost Mr. J. B. Corbet was re-elected as auditor. 


Accountants. The Rev. R. C. Coleman, : . - 

Th.L., A.A.S.A., Minister of Wesley Chapel,  _, After the meeting a dinner and social 
conducted prayers, and the address was P om vee By he CATER Ce 

iven by Major-General The Reverend C Council, Mr. E. C. Coulson, was held at the 

9 i LE. 4 “Ballarat Wattle”. wy | bo members and 

At the conclusion of the Service, presi- &%¥°St8 were present, including represents 

dents of the Institutes and their wives ‘ives of General Council, Victorian Divi- 
sional Council and the Geelong Branch. 


were presented to His Excellency, the 
Mr. Coulson, in welcoming those present 


Governor and Lady Woodward. 
made brief reference to the activities of 
. Personal the Branch during 1957. 


ag § ith Y , F.A.S.A., h ) : 
tibet case uae the Auteaiten. The toast of the “Australian Society of 
American Association in New South Wales. Accountants” was proposed by Mr. 0. H. 
Mr. L. H. Talbot, F.A.S.A., advises that | Glenn, past president of the Ballarat Law 
he is now conducting his practice at 375 Association. He drew attention to the 
George Street, Sydney. opportunities today awaiting the youn 
Mr. R. T. Wynne, A.A.S.A., sales mana- see mg gave A in a, rig berm pro- 

i li Pty. Ltd., ession. He complimented the Society upon 

ponte: Figen age yma cae iy ~ the work being done to further accounting 


recently went abroad to study the latest ) ] : 
developments in commercial applications | study in Australia and South-East Asia. 


of electronic data processing equipment in In response, Mr. V. L. Solomon, State 
the U.K. and U.S.A. He will be absent president, stressed that in today’s accel- 
for about three months. ; erated economy no one engaged in account- 
Mr. Wallace C. Beattie, A.A.S.A., ing could afford to “rest on his oars”, and 
advises that his practice will be conducted that new methods must be found, if neces 
in future at: Astra Chambers, 7la Mac- sary, to cover the changing needs of the 
quarie Street, Parramatta, under the firm fast-growing industrial and business com- 
name of Wallace C. Beattie and Company. munity. At the same time, sound ethi 
Mr. John Campbell, A.A.S.A., advises must be maintained. The Society wa 
that he is now conducting his practice at endeavouring to interest as many members 
151 Pacific Highway, Belmont, N.S.W. as possible by providing a wide variety 
ated of activities in which they could partit- 
Coome District Group , pate. Mr. Keith Ackland, chairman of th 
The ordinary general meeting of the Geelong Branch Council, responded 
members of the Cooma District Group was behalf of that Branch 
held on 5 March. At the dinner which : . 
preceded the meeting, the chairman of Mr. Robert Brown, deputy chairman of 
the group, Mr. R. C. Jepsen, extended the Ballarat Branch Council proposed 1 
a welcome to the members and to the State toast tendered to the guests. Councillor 
Registrar. In submitting his report on J. A. Chisholm, Mayor of the City of 
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Ballarat, responded and he was supported 
by Mr. C. H. Davis, president of the 
Greater Ballarat Association. 


Mr. G. E. Fitzgerald, past general presi- 
dent of the A.S.A., gave an interesting 
tak covering his impressions of the 
Seventh International Congress of Account- 
ing recently held in Amsterdam, A musical 
programme was ee by Messrs. Les 
Robertson and W. Kittson. 


Personal: 

Three senior members of the staff of 
Messrs. Norman, Cartledge and Browne, 
public accountants, have been admitted to 
the practice. They are Messrs. E. W. Mac- 
Kenzie, B. J. Peterson and G. K. Scambler. 


SOUTH AUSTRALIA 


The ordinary general meeting of the 
Division was held at the Myer Apollo 
Dining Hall on 28 March. 


Bowls Evening 
The annual bowls evening was held at 
Grange Bowling Club on 19 Febru- 
ary. Over 50 members of the division 
took part in a most enjoyable game with 
club members. The Divisional Council 
was pleased with the response to this 
event, now a permanent feature of the 
activities programme. 


Personal 

Mr. W. R. Forbes, F.A.S.A., has retired 
as Registrar in Bankruptcy for the Dis- 
trict of South Australia, a position he has 
held since 1939. 


Mr. W. P. Wright, A.A.S.A., has been 
appointed deputy chief inspector of the 
Bank of Adelaide. 


WESTERN AUSTRALIA 


Personal 


Mr. R. J. Bond, A.A.S.A., has been 
Panmed Deputy Under-Treasurer for 


Mr. F. A. Hume, A.A.S.A., A.C.A.A., 
has been appointed accountant of A. B. 
Pearce & Co., Perth. 


Amendments to W.A. Local Government 


For the information of members details 
of the proposed amendments to the above 
Bill, ie. Clause 614, the Keeping and 
Audit of Accounts were published in the 
February issue of The Australian Account- 
ant. We are now able to advise members 
that the amendments were defeated when 
introduced into the Legislative Assembly. 
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A.S.A. Students’ Society 


On 20 February, the New South Wales 
Division of the Australian Accountants’ 
Students’ Society held its first meeting 
of the year.. A lecture entitled “Branch 
Accounts” was given by Mr. M. Harrison, 
A.A.S.A., A.C.A.A. 

The good attendance at the lecture was 
most gratifying to members of the com- 
mittee who were pleased to see students 
from the West Sydney Technical College 
present. Mr. Braban, the president, wel- 
comed the visitors and members. The vote 
of thanks to Mr. Harrison for his excellent 
——. was moved by Mr. R. G. Gibson, 


—Wo— 


Australasian Institute of 
Cost Accountants 


VICTORIAN DIVISION CONVENTION 


TO BE HELD IN JUNE 

The organising committee of the Vic- 
torian Division of the Australasian Insti- 
tute of Cost Accountants is busy arrang- 
ing the first convention to be held since 
affiliation with the Australian Society of 
Accountants took place. The Convention is 
to be held at the Australian Administra- 
tive Staff College, Mt. Eliza, beginning at 
5 p.m. on Wednesday, June 11, and con- 
tinuing till 4.30 p.m. on Friday, June 14. 
The theme of the convention is “The Cost 
Accountant’s Place in Management,” which 
promises to give the panel of speakers 
plenty of scope to present their views on 
the various aspects of the subject. 

The speakers will include: Sir Alex- 
ander Fitzgerald (until recently Professor 
of Accounting, University of Melbourne), 
Professor R. J. Downing (Ritchie Profes- 
sor of Economics, University of Mel- 
bourne), and Messrs. Eric Dunshea (gen- 
eral secretary and finance director, Dunlop 
Rubber Australia Ltd.), R. L. Rowe (sec- 
retary, Robert Young Pty. Ltd.) and L. N. 
Longo (chief engineer, Utah Australia 
Ltd). 

As well as discussion on the conven- 
tion’s main theme, the programme will 
include a paper on “Pricing Policies” and 
a case study on the financial planning 
necessary to the General Motors-Holden’s 
Ltd. Frigidaire project at Dandenong, Vic- 
toria. The convention committee is par- 
ticularly pleased that two senior executives 
of G.M.H. will lead this discussion. 

A fully informative brochure is being 
prepared for issue to members in due 
course. 
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PROFESSIONAL NOTICES 


Rate per line 5/-; minimum per insertion 


ACCOUNTANT of mature experience, at 
present secretary to group of private com- 
panies, skilled in the use of standard costs 
and budgetary procedures, desires to prac- 
tise as public accountant and business con- 
sultant, and would like to purchase or 
acquire an interest in well-established prac- 
tice. Reply to “Consultant,” C/- Aus- 
tralian Society of Accountants, 22 Grenfell 
Street, Adelaide. 


ACCOUNTANCY PRACTICE OR 
PARTNERSHIP. Chartered accountant 
with eleven years’ experience in profession 
wishes to purchase entire practice or half 
interest therein in either southern Queens- 
land or northern New South Wales. Re- 
plies to No. 147, C/- Australian Society of 
Accountants, Wharf Street, Brisbane. 


ACCOUNTANCY PRACTICE OR 
PARTNERSHIP. Qualified accountant 
with cost installation and taxation experi- 
ence wishes to purchase practice or part- 
nership in Sydney area. Reply No. 264, 
C/- Australian Society of Accountants, 5 
Bligh Street, Sydney. 


ACCOUNTANT qualified or near quali- 
fied, with experience in costing, age 25-30 
years, who is prepared to take control of 
the accountancy and office management 
responsibilities of John Bull Rubber Co. 
(Australia) Pty. Ltd. of Nowra, N.S.W. 
Salary range £1,250-£1,500. There are 
excellent prospects for the right man in 
this appointment. Reply with references 
to Box 775, G.P.O., Sydney. 


ACTIVE TYPING SERVICE, also dup- 
licating, prompt attention, moderate rates. 
Room 5, 1st Floor, Newspaper House, 247 
Collins Street, Melbourne. Central 2053. 


FOR SALE. Accounting machine, Bur- 
roughs, Model 23. In good order, had only 
light usage since rebuilt. Apply Alan 
David & Clutterbuck, Commonwealth Bank 
Building, Moorabool Street, Geelong. 


ASSOCIATE WITH SMALL PRACTICE 
wishes to purchase other small practice or 
clients, city or country. Replies treated in 
strict confidence. Box 465, C/- Australian 
Society of Accountants, 37 Queen Street, 
Melbourne. 

FOR SALE. Remington 124 accounting 
machine in good order, completely recon- 
ditioned. Best offer. Ring MU 5346 
(Melbourne) for inspection. 

TEXT BOOKS FOR SALE. Accounts, 
costing, law and management—mostly 
unused. J. J. McFarlane, Box 768, G.P.O., 
Melbourne. MF 6421. 
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BRISBANE ACCOUNTANTS. Are¥ 
in need of a typist? Contact Mar 
Typing and Duplicating Service, 
Edward Street, Brisbane. Phone B 79% 

WANTED TO PURCHASE. Firm 
practising public accountants desires 
purchase large or small similar p 
Melbourne metropolitan area. Taxat 
work preferred. Reply “Practice,” 
Australian Society of Accountants, 
Queen Street, Melbourne. 

MELBOURNE PRACTICE. Fellow j 
vites applications for purchase of whole 
substantial portion of  old-estab 
sound practice, Collins Street. Gross 
£8,000. Low overhead expenses. 
No. 464, C/- The Australian Societ 
Accountants, 37 Queen Street, Melbe 


POSITION WANTED. Account 
secretary, A.A.S.A.,  Licenciate 
registered tax agent. Aged 30 
Fourteen years’ experience including 
years in public accountants’ office. 
able for suitable position, preferably 
branch manager of a public account 
practice in a Victorian country town 
a view to a future partnership or pureh 
of the practice. Reply Box 467, C/- 
tralian Society of Accountants, 37 @ 
Street, Melbourne. Pi 

PRACTICE FOR SALE. Well 
lished accountancy practice for sale o 
north Coast of New South Wales. 
£2,500, including plant. Residence 
available, if required. Reply to No, 
C/- Australian Society of Accoun 
Bligh Street, Sydney. 


PRACTICE SOUGHT. 


Establ 
practitioner desires expansion in Melbe 
or suburbs either by straight-out p 

of practice or part-practice or gradu 
tirement of another practitioner. & 
No. 468, Australian Society of 
tants, 37 Queen Street, Melbourne. @ 


PRACTICE FOR SALE. Gross 
approx. £4,000, mostly taxation 
Spacious modern office, northern 
bourne suburb. Well equipped. Mani 
partnership considered with approved 
chaser, or terms arranged. Reply 
C/- Australian Society of Accountant® 
Queen Street, Melbourne. a 

SOLE PRACTITIONER, NO. 
QUEENSLAND coastal town, desi 
partner. Small but rapidly expa 
practice. Capital required in regx 
£1,700. Reply No. 148, C/- Aust 
Society of Accountants, G. P. O., Box 
Brisbane. 
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